14 BY MR. SCOTT:

15 Q. All right, gr, as| stated earlier, thiswill

16 be the deposition of the Lawrence Ellison pursuant to
17 Civil Investigative Demand No. 022793.

18 Do you have that in front of you, sir? It's

19 Exhibit 1 to your deposition.

20 A. Yes | do.

21 Q. Haveyou had achance to read through that?

22 A. Inacursory way, yes.
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1 Q. Allright. Sol'll just -- for the record, |

2 will point out to you on the back of it there is some

3 language, too, that's pertinent, which is the authority
4 and -- one of the authorities by which thisis being done
5 and some of the laws that govern the taking of the

6 depostion.

7 Y ou might just want to read through that, as

8 wall, just to be sure you've got dl the language. At

9 least you've had a chance to look at it, as you've said,
10 on acursory basis.

11 Just let me know when you're finished.

12 A. I'vefinished.

13 Q. Allright, Sr. Now, thiswill be your

14 deposition pursuant to that CID.
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3 Q. You understand you are testifying under oath?

4 A. | do.

5 Q. And pursuant to the statutes that's printed on

6 the back of the CID, Exhibit 1, to your deposition, in

7 addition to making truthful -- well, as part of

8 testifying under oath, do you understand that if | ask

9 you a question and you have any information pertaining to
10 that question and you say you do not know or do not

11 remember having any information, that would be a

12 violation of the oath?

13  A. Right.

14 Q. All right, sir, now, what's your current

15 position with Oracle?

16  A. I'mthe CEO, chief executive officer.

17 Q. Andyour duties and responsbilities in that

18 position, what are they?

19  A. I'masenior executive, senior management

20 executive in the company. All the other managers report
21 tome.

22 Q. Who are currently your direct reports?
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1  A. Jeff Henley's our chief financial officer; Safra

2 Catzis president in charge of operations; Chuck Phillips
3 ispresdent in charge of our field; Chuck Rozwat is the

4 head of development of our technology products, that's

5 data base products; Ron Wohl is the head of development
6 of our application products; Mike Rochais responsible

7 for support services.

8 Q. I've seen some references in some of the

9 documents that have been produced to Oracle in the

10 context of thisinvestigation, references to the

11 executive committee.

12 Do you know what that iS?

13 A. Yes | do.

14 Q. Who -- well, first of al, what is the executive

15 committee and, secondly, who is currently on it?

16  A. It'sagroup of senior managers and that

17 includes dl of the people | just mentioned, plus our

18 four heads of field sales on different geographic areas,
19 Sergio Giacoletto in EMEA, Europe, Middle East, Africa;
20 LuisMeizler in Latin America; Dereck Williamsin Asa
21 Pecific; and Keith Block in North America

22 Q. Allright, sir, what isthe purpose of the
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1 executive committee?

2 A. Toreview the status -- review what's going on

3 in the company and to make plans for our future

4 drategies and our -- and to execute on those plans.

5 Q. Allright, gr, now, I've seen in the press

6 recently there's been some change within the company
7 regarding your position; isthat right?

8 A. Yes

9 Q. Could you describe for me what that change has
10 consisted of?

11  A. | used to be chairman of the board of Oracle of
12 the -- about half the time during Oracl€e's existence,

13 I've been chairman, about half the time I've not been
14 chairman. And Jeff Henley just took over chairman. |
15 believe the board believes a separation of chairman and
16 chief executive is good for our corporate goverments. It
17 dso gave us the opportunity to retain Mr. Henley for a
18 longer period of time than we otherwise might have if he
19 just remained as chief financia officer.
20 Q. Asaresult of this change, you -- | takeiit,
21 youre ill on the board?
2 A Yes |am.
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1 Q. Haveyour duties and responsihilities, as they

2 relate to Oracle, changed with you having stepped down as
3 the chairman of Oracl€e's board of directors?

4  A. My management duties haven't changed at all.

5 Q. Didyou give up any duties and respongbilities

6 asaresult of the change?

7  A. | giveup duties as chairman of the board.

8 Q. Whichwould consist of what, as opposed to what

9 you would just do as a member of the board

10  A. Running the board meetings.
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2 Q. Allright, sr, are you familiar with, | guess,

3 for want of a better term, an e-mail account within

4 Oracle called "HQ Apps'?

5 A. It'san approval account?

6 Q. Yes

7  A. Am| familiar? | know it exists.

8 Q. By "approva account,” what | meant in the last
9 question was an account where requests for approval of
10 non-standard contract terms or discounts above a certain
11 leve are sent for review by people above, for example,
12 an application software, Mr. Block.

13  A. | think there are alot of different HQ Apps

14 accountants [sic], including approva for purchase

15 requests, just buying a computer. It's basically our

16 approval system that includes al sorts of things that

17 require gpprovd, including any exception to policy,

18 including discounts.

19 Q. So, for example, just to be sure we're clear on
20 where we are on this, if someonein Mr. Block's

21 organization sent up arequest for approval of a discount

22 in atransaction dealing with application software that
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1 was above a specified amount, it would have to come to HQ

2 Appsfor approval?

3  A. | don't know that for afact, but it hasto go

4 to Safra Catz for gpproval and HQ -- and | believe it

5 likely to goes through HQ Apps.

6 Q. Do you ever approve or been involved in

7 approvals of non-standard contract terms or larger than
8 discounts that are --

9 A. Sure.

10 Q. Let meback up aminute.

11 Do you know what level Mr. Block is authorized
12 to grant discounts to?

13  A. | canget very close.

14 Q. Allright. Sowhy don't -- what is your

15 understanding of it?

16  A. | think he'sat 70 percent right now.

17 Q. | think that's consistent with what he told us

18 at his deposition 0.

19 Do you get involved in reviewing and approving
20 requests for discounts that go over that?

21  A. Occasonally.

22 Q. Arethere particular types of transactions or
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1 circumstances that would lead you to get involved as

2 opposed to Ms. Catz?

3 A Ifit'saparticularly large transaction, an

4 interesting transaction, we're taking a different

5 dructure, were accepting more liability than what we

6 otherwise might, dl of those might cause her to let me

7 know what she's approving. But typically she doesn't ask
8 for my gpprova, she just informs me that she thinksiit's

9 agood idea or shell want to get some comfort level that
10 I'm aware of what we're doing and | don't disagree.

11 Q. Whenyou say alarger transaction may cause her
12 to cometo you, do you have a specific number or range in
13 mind that would cause her to do that?

14 A. $10,000,000.

15 Q. $10,000,000in license fee or something else?

16 A. $10,000,000 in license fees. But anything --

17 but it might be a smaller dedl, if it's a different

18 dtructure. But in terms of adiscount in excess of

19 $10,000,000, she might come to me, she might not come to
20 me on a$10,000,000 dedl. | don't think there's afirm

21 rule of when she chooses to let me know. It's what the

22 ded is.
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1 Q. Now, inthe context of the approva for

2 discountsin the area of application software, are there

3 any guiddines that have been given to Ms. Catz regarding
4 what you think would or would not be acceptable in the

5 way of granting additional discounts?

6  A. Ithinkit'sStuationd so --

7 Q. Sotherearen't any guidelines she's been given?

8 A. Wadll, there are -- to Ms. Catz?

9 Q. To Ms. Catz.

10 A. No.

11 Q. Isthereany leve of discount that you would

12 not approve in the area of application software?

13  A. I think, again, it's Stuationa o -- but if

14 you ignore situations, could | imagine where weld give a
15 hundred percent discount, the answer isyes. Can |

16 imagine where we'd give no discount, the answer's yes.
17 Soll think that's the full range.

18 Q. That would seem to cover it.

19 Are there circumstances where you've given up to
20 ahundred percent discount on license fees?

21  A. More.

22 Q. "More' meaning what?
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1 A. "More" meaning a hundred percent discount in

2 license fees and some additional, some free consulting.
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13 Q. Now, do your requests for discounts for approval
14 generdly have to include information regarding the

15 judtification for wanting to give an additional discount?
16  A. Again, | don't look at these documents so -- but
17 it certainly stands to reason that if you want to give a

18 large discount, you explain why.

19 Q. | mean, you certainly wouldn't want the salesmen
20 giving them if there wasn't a business reason for the

21 basisof it?

22  A. Wdl, wewouldn't approveit.
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1 Q. Now, in the context of the ones that you do get

2 involved in and whatnot, do you generdly try to

3 understand what the competitive circumstances are that
4 judtify the specific request?

5 A. Yes

6 Q. And do the competitive circumstances that you

7 would find persuasive from the standpoint of granting a
8 request for discount above 70 percent, for example, in

9 the area of application software, would that include

10 information regarding what -- who the competition was and
11 the pricing they were offering?

12 A. Yes sometimes. Again, it'sabit Situational.

13 Q. Cetainly one piece of information that you

14 would find relevant is who you're competing with in a
15 particular account and whether they're pricing in away
16 that is higher than your folks can without your approva?
17  A. It'smore complicated than that, but, yes.

18 Q. Doestheissue of -- well, strike that.

19 You said it was more complicated than that. In
20 what way?

21  A. Well determine whether the competitor is

22 actually athreat to us. So sometimes a competitor
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1 coming in with avery low price isareal competition,

2 sometimes a competitor coming with area low price

3 doesn't have a competitive product, doesn't -- the

4 customer is largely committed to the Oracle data base and
5 they don't want to make a change.

6 There's a cost associated with changing from one

7 system to another, which might outweigh whatever, you

8 know, IBM might be offering a free data base, which they
9 do quite frequently, but there's a high cost in changing

10 what the customer'sdoing. So we might not have to meet
11 that price of zero that IBM is offering to that customer

12 to change.

13 So the dynamics are -- it's not like buying

14 lumber where, as long as lumber's good quality, the

15 cheaper you can buy, you buy the cheapest lumber. The
16 dynamics of the situation include lots and lots of other

17 things.

18 Q. Wél, from the standpoint of determining whether
19 aparticular -- strike that. Let me back up and be sure

20 the question's clear.

21 In the context of reviewing accounts or requests

22 in accounts for a specia dispensation, either a higher
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1 discount or some other business term, you said that you

2 try to determine whether or not the offer that's being

3 reported from your competitor is realy athreat or not.

4  A. Isagenuine competitive threst, that's correct.

5 Q. Other than the situations where you've talked

6 about amoment ago and the IBM situation in the data base
7 context where transitioning over would have some

8 implementation and transfer costs that have to be

9 factored into this, what other type of factors do you

10 look at to determine if a particular offer from a

11 competitor isareal threat?

12 A. Wél, isthe vendor there aready an encumbant

13 at that customer, do they have products -- in other

14 words, are there a number of those vendor's products

15 dready in place at that customer.

16 So let's say we're competing with SAP and we're
17 trying to replace SAP financials. SAP's an encumbant,
18 then that works against us. So we have to be much more
19 aggressive in our discounting than SAP would if we're

20 trying to actudly replace SAP. Or onedivisonis

21 running SAP financias and we're trying to replace, you

22 know, ingtdl our financials in another divison. SAPis
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an encumbant. Y ou're not replacing them, but they are an

encumbant vendor, so we might have to be more aggressive

in our pricing.

1

2

3

4 Q. Earlier dso -- again, I'm not trying to

5 misstate you so if | get thiswrong, just tell me -- you

6 indicated also you wanted to know if the competitor would
7 have a-- well, let's say in the application software

8 areafor the moment because that seems to be more

9 pertinent to what we're doing here. 'Y ou would want to
10 know whether the particular vendor who is making the
11 offer had a product that had the correct functional

12 requirements for the client; is that right?

13  A. Wadll, there are three products out there.

14 There'salot of free ware out there, so there are free

15 products that we can't meet the price. So you could say,
16 well, if you can use this free product, it would have to
17 aways be free because the customers would say, "I'll use
18 thisfree product instead of Oracle." So, therefore, our
19 price goesto zero dl thetime.

20 So we have to decide whether that free product
21 redly isacontender and has the capability to take our

22 place, either to displace us or to win this deal because

Ellison 01-20-04



00045
1 there's alot of free ware out there.

2 Q. Would that same analysis take place in the

3 context if somebody you're competing with is not free

4 ware? For example, if someone came in, would you want to
5 look at their product and determine how close they could
6 get to the clients needs and determine how big a threat

7 they are?

8 A. Of course.

9 Q. Why would you want to know that?

10 A. To see -- because, as we -- as we compete on

11 price -- we have to compete on price and capability. So
12 it depends on the credibility of the vendor, the ability

13 to provide service, the functiondity of the product,

14 whether there's encumbancy or not. The existing

15 relationship we have with the customer, did the customer
16 think -- we've done a great job. Does the customer think
17 weve done aterrible job, and we have some making up to
18 do.

19 So there are lots and lots of factors before

20 they decide to make -- purchase enterprise software

21 becauseit's along-term relationship.

22 These systems are highly durable and they --
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1 they're around for adecade. So they're not just buying

2 aproduct, they're buying into a company whao's going to
3 constantly improve their product, provide related

4 services, provide related products. So they have a

5 certain amount of experience with us, which could have
6 been positive or negative.

7 I'm not trying to make it more complicated than

8 itredly is it redly isthat complicated.

9 Q. | understand. | understand.

10 Iswhat you're saying then, in anadyzing whether
11 or not to give another discount, you're going to look at
12 the four corners of a particular transaction to determine
13 if short-term, whoever you're competitor is, has a

14 product that meets -- is as good for the client

15 functioning as yours and long term whether they have the
16 wherewithal, the budget, the presence in the market, to
17 give the customer the long-term relationship that they're
18 looking for because if they can't, you don't have to

19 price as aggressively?

20 A. Those aren't the only factors, but, yes. |

21 mean, they can be a small company with a fabulous new

22 product, like a Salesforce.com, or they could be a big
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1 company who can guarantee continuous investment, like a

2 Microsoft.

3 So these are two very different -- here are two

4 radically different potential competitors we could face

5 inthesame deal. Here comes Microsoft with not that

6 good a product, a customer might say, "But my God,

7 Microsoft is going to make it better five years from now.
8 Thisisalong-term decision. | should go with Microsoft

9 because look at how much money they're investing, so |

10 should start with Microsoft now because that's the right
11 placeto be."

12 Other people might say, "Well, ook at

13 Sdesforce.com. Their priceisincredibly low. They've
14 been very innovative in what they've delivered. | should
15 go with Sdesforce.com even though they're a small

16 company."

17 So it'sa-- you know, there are different ways

18 companies compete in this market, some instances

19 innovation, some instances relationship.

20 IBM istheking of relationships. I've had a

21 30-year rdationship with IBM. | play golf with the

22 sales guy every weekend, they're a company | can trust.
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1 | should -- they're the ones giving me guidance, so |

2 should buy that way.

3 So there are lots and lots of different things

4 that influence people to make buying decisions and we
5 have to, through some complex caculus, evauate dl

6 these things and decide how to price our product.

8 But in the circumstances that you are talking

9 about, | take it oneinitial threshold -- clearly, there

10 may be other factorsin this -- is whether or not the

11 competitor that you're being told into an account, that

12 you're being asked to give a higher discount againgt, has
13 aproduct that can actually meet the customer's needs?
14  A. That's one factor.

15 Can it -- that's usualy looked at over a

16 five-year period, at least afive- or ten-year period.

17 Q. Tosee--

18  A. Can this competitor -- for example, SAP says,

19 okay, here's the new version of our banking product. SAP
20 has just come out with a couple banking products. These
21 are brand new versions, but we're SAP and welll

22 continuoudly make it better. It's very different if
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1 company "X" that no one ever heard of came out with a

2 brand new banking product.

3 Q. | understand.

4  A. Youcanrdy --1 know SAPis going to be around
5 and that they're an existing -- | buy products from SAP.
6 They're going to be around. Yes, it's anew product but
7 it's SAP, | know them, and they're going to make it

8 continoudly better.
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7 Q. You havein front of you what's been marked

8 Exhibit 6 to your deposition, which is a Form 8-K, dated

9 June 6, 2003, filed with the Securities and Exchange

10 Commission on behalf of Oracle Corporation.

11 Isthat what you have in front of you?

12 A. Yes.

13 Q. All right, gr, if you would flip over within

14 the document to the fourth page. And if you want to look
15 through the document before that to look a something

16 specific to familiarize yourself with it, that's fine.

17 A. Allright.

18 Q. Sowereon page 4 of Exhibit 6 to your

19 depodition. It isapage that is actually numbered at

20 thetop page 4 of 25, and we have about hafway down the
21 page an "Oracle to launch cash tender offer for

22 PeopleSoft for $16.00 per share. Oracle fourth quarter
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1 preiminary earnings of 14 to 15 cents per share," which

2 appears to be a press release or news release issued by

3 Oracle.
4 Do you see that?
5 A. Yes

6 Q. Areyou familiar with that press release?

7 Again, take as much time as you need to read through it.
8 A. I'venever seenit before but -- well, | don't

9 recdl seeing it but, yesh, I'm certainly familiar with

10 the event and with the information it contains.

11 Q. Now, the press release itsdlf, if you look at

12 the second paragraph, purports to quote you.

13 Do you see that?

14 A. Yes

15 Q. Areyou familiar with the language that's

16 contained there that's attributed to you?

17 A. Absolutely.

18 Q. Now, it -- first of al, let's skip down, if you

19 would, to the sentence that begins, "Although we will not
20 be actively selling PeopleSoft products to new customers,
21 we will provide enhanced support for al PeopleSoft

22 products.”
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1 Do you see that?

2 A. Yes

3 Q. The statement there, what did you mean by "We
4 will not be actively selling PeopleSoft products to new

5 customers'?

6 A. Weweretrying to explain a couple things -- we

7 would not have -- our sales force would not be selling

8 both the Oracle E-business suite and the PeopleSoft

9 products at the same time to new customers. We would be,
10 in fact, sdlling the Oracle E-business suite to new

11 customers.

12 Q. And when you say the Oracle E-business suite,
13 what isthat product?

14  A. Wewould be sdlling the Oracle suite of

15 application products to new customers. So if there was a
16 customer who was not a PeopleSoft customer and not an
17 Oracle customer, in other words, they were -- they didn't
18 have products from PeopleSoft, they didn't have products
19 from Oracle. That'swhat | mean by "anew customer,”
20 someone who has neither Oracle applications nor

21 PeopleSoft applications.

22 In that case, our sales force would try to
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1 persuade that new customer to buy Oracle application

2 products, not PeopleSoft application products.

3 Q. Inthe context that you've talked about, a

4 customer who hasn't bought from either, as of the time

5 your salesman approached them, would they only offer them
6 the Oracle products for application software?

7  A. What do you mean by "offer"? They would try to

8 persuade -- what the sales force function isisto try to

9 persuade the customer to buy our products, in this case

10 buy the Oracle E-business suite products.

11 If the customers say, "Will you sell me the

12 PeopleSoft products?' of course, the answer isyes, of

13 course, we will sell them. Well sall the PeopleSoft

14 products to whoever wants to buy them. But our marketing
15 campaigns and our sales organization, in terms of

16 persuasion, we would put our effort in to trying to

17 persuade people to buy the Oracle products.

18 Q. Sowere--

19 A. I'msorry tointerrupt. My lawyers probably

20 don't like when | do that.

21 To avoid confusion --

22 Q. | don't mind.
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1 A. | know you dont.

2 But to avoid confusion, | want to be very clear

3 that our salesforceistrained in selling our products,

4 that's the products they'll continue to sell. We won't

5 have a separate sales force selling PeopleSoft products,
6 we won't have our sales force trying to persuade people
7 to buy the PeopleSoft products. It does not mean that
8 existing PeopleSoft customers as opposed to new customers
9 we wouldn't sdll to, we wouldn't be trying to sdll to.

10 So that's why the issueisreally new customers.

11 Q. Let mefollow up on thisto be sure | understand
12 what you said.

13 Now, we're talking in aworld where the merger
14 would have been approved --

15 A. Yeah.

16 Q. -- and you acquire PeopleSoft. In those

17 circumstancesit is your plans to have your sales force
18 actively marketing and sdlling the E-business suite of
19 Oracle?

20 A. Correct.

21 Q. Now, if your salesmen go into an account,

22 someone's who is not Oracle, has not been PeopleSoft in
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1 the past, isthe plan to have them even mention the

2 PeopleSoft product or not?

3  A. Even mentioned? No. | mean, everyone will

4 know. | think most people would know we have both

5 products, they'd be on the price list. But, no, they

6 wouldn't even be trained to sell the PeopleSoft products.
7 Q. Soby "trained to sell the PeopleSoft products,”

8 what type of training would normally be encompassed in
9 ling, for example, your product?

10  A. Understanding the features and the functions and
11 the details of our products, know to some degree what our
12 products do.

13 Q. And there are no plansto have a separate sales
14 organization or force that would be dedling with

15 PeopleSoft products and selling them post merger?

16  A. No, that's not correct. That's not correct.

17 We would be sdling, actively selling the

18 PeopleSoft products to existing PeopleSoft customers. So
19 absolutely sdll existing customers. But, again, given a
20 blank sheet of paper, customer doesn't use Oracle

21 applications or PeopleSoft applications, the gpplications
22 that we would be selling and we would be marketing --
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1 advertising, for example, we wouldn't be advertising the

2 PeopleSoft products.

3 Q. Allright. Let me rephrase my previous question
4 because | think we just went past each other alittle

5 bit. It'smy fault and because | wasn't precise enough.
6 From the standpoint of actualy having a sdes

7 force that will be dedicated to selling to new customers,
8 PeopleSoft products, that will not exist?

9 A. That'scorrect.

10 Q. Post merger, you said you would sdll additiona
11 PeopleSoft modules or -- to existing PeopleSoft

12 customers, correct?

13 A. Absolutely.

14 Q. Who within Oracle would be responsible for

15 handling those sales and transactions?

16 A. Again, it would be our existing sales force, so
17 we wouldn't split into two sales forces. We might have
18 some specidists in telesales on PeopleSoft. We would
19 have specidists on PeopleSoft, but we would not have two
20 salesforces. We would have an application sales force
21 that would be able to sell the PeopleSoft products to

22 exigting customers.
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1 Q. Whenyou say you would have specidistsin

2 telesales pertaining to PeopleSoft? What does that mean?
3 A. Oh, they they might know -- we're putting in the

4 |atest tax tables for payroll, and making sure that our

5 PeopleSoft payroll customers got the latest updates.

6 It's not something we're likely to charge for, but

7 probably, you know, likely give that away for free.

8 But making sure that we remain in contact with PeopleSoft
9 customers and provide high quaity support to PeopleSoft
10 customers.

11 So there would be PeopleSoft specidists

12 probably in telesales and clearly PeopleSoft specidists

13 in our support organization.

14 Q. Do you have atelesales group now?

15 A. Yes, wedo.

16 Q. Youretaking having certain people within that

17 designated as being PeopleSoft specidists?

18 A. Yes

19 Q. Hasany thought been given to how many you would
20 need to do that type of thing?

21  A. | don't think we have an exact number of how

22 many speciaists we would need.
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Q. Approximation?
A. | don't know.
Q. Who within the company has been responsible for

making integration plans regarding how you would

1

2

3

4

5 integrate PeopleSoft business into Oracle?

6 A. Atavey highlevd, I've been involved in the
7 integration plan.

8 Q. Who dse?

9 A. Evey oneof my direct -- virtually every one of
10 my direct reports.

11 Q. Hasthere been awritten integration plan

12 prepared pertaining to post merger?

13  A. Not that | know of.

14 Q. Can you describe for me to the extent to which
15 integration planning has aready occurred?

16  A. Wevecertainly -- for example, one of the big

17 ones was deciding not to have two sales forces, how to
18 dtructure the sales force. What position to take

19 vis-avis new customers is extremely important, how we
20 would merge the PeopleSoft products and the Oracle

21 productsin anew release; how -- our policy with

22 customers as to how long we would support the PeopleSoft
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1 products; how we'd structure the engineering teams, how

2 wed structure the support teams, you know, what the
3 financia implications of the merger are.

4 All of those things have been outlined.
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11 Q. All right, Sir, again, looking at page 4 of
12 Exhibit 6, it states, "Furthermore, we will be
13 incorporating the advanced features from the PeopleSoft

14 products into future versions of the Oracle E-business

15 suite"
16 Do you see that?
17  A. Yes

18 Q. Now, the Oracle E-business suite, again, is your
19 application enterprise software product?

20 A. Yes

21 Q. What types of functions or modules are contained
22 within that product?
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1 A. Oh,just about everything: sales, service,

2 marketing, you know, accounting, finance, personnd,

3 payroll, supply chain automation, warehousing, logistics.
4 Q. Now, do -- do you have a software package or
5 suite that would be characterized as financia

6 management?

7 A. Yes.

8 Q. And do you have a software gpplication suite

9 that could be characterized as having human resources
10 functionality?

11 A. Yes.

12 Q. Isthe E-business suite a combination of those
13 two?

14  A. TheE-business suite is the sum of most, but not
15 dll, of our application products. We have clinical tria
16 products and adverse event reporting products for the
17 pharmaceutical industry, but they're not part of the

18 E-business suite. But E-businessis-- most of our

19 applications are collected as the E-business suite that
20 works on top of a single data base.

21 Q. From the standpoint of the customer, if they buy

22 the E-business suite, they license and pay for whatever
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1 modulesthey particularly want out of that; is that

2 right?

3 A. Wadll, they have achoice. They can either just

4 buy general E-business Suite Users and use any of the

5 modules. So they can buy a thousand usersto the

6 E-business suite and twenty can use marketing or they can
7 specificaly and explicitly license the financia

8 component or the H.R. component or the manufacturing
9 component.

10 Q. Doesit makes a difference price wise which they
11 do?

12 A. It'salittle more expensive to have the

13 flexibility. If you know you're going to use financias

14 and only use financidls, it's cheaper to just license

15 financias than to license the whole E-business suite.

16 Q. Couple of follow-up questions from earlier.

17 Y ou indicated that you thought there might have
18 been some circumstances where you folks had sold

19 applications software at a zero licensing fee; correct?

20 A. Let me be alittle bit more precise on that,

21 which is, yes, agiven transaction with a customer. So

22 perhaps -- hypothetical -- where this might happen, we
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1 sold the customer some software. There was a consulting

2 project to put it in. The customer was not happy for

3 some reason with our consulting service. Thereé'sa

4 subsequent transaction to expand and we gave them the

5 additiona software plus amillion dollars of consulting

6 to help -- to improve the customer satisfaction.

7 Q. And there-- go ahead.

8 A. What I'm saying is, that's amore likely

9 scenario of a zero price, plus free consulting, what |

10 characterize as aless-than-zero transaction, that there

11 were other transactions with that same customer that

12 preceded that.

13 Q. | understand.

14 Have you aso, though, in the context, for

15 example, of your offer to purchase PeopleSoft, told

16 customers that you will swap out software on afree

17 license bas's, Oracle modules, equivaent Oracle modules,
18 for whatever PeopleSoft modules they have?

19 A. Right, so we said if you have PeopleSoft H.R.,

20 and you want -- and you want to -- and you want to

21 migrate to Oracle H.R., you can do so at no software fee

22 0 -- and you can do that at atime of your choosing.
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1 You can do that now, you can do that five years from now.

2 Whenever you want to, you can make that migration.

3 Q. Inacontext like that, how do you price the

4 maintenance?

5 A. The maintenance would be whatever they were
6 currently paying for PeopleSoft. PeopleSoft has just

7 raised their maintenance fees for the J. D. Edwards

8 customers and so -- again, I'm volunteering information

9 which your question didn't ask but -- you know, I'm not
10 saying we would never raise maintenance fees.

11 We haven't raised maintenance fees recently, but
12 it would certainly start -- | want to be precise. It

13 would certainly start that your maintenance fees would be
14 whatever you're paying PeopleSoft. I'm not saying we
15 would never, ever raise that maintenance fee.

16 Q. When you say "what they're paying PeopleSoft,"
17 you mean the exact dollar amount?

18 A. Yeah.

19 Q. For example, if I'm a customer of PeopleSoft and
20 | swap off with you module for module --

21  A. Let'ssay -- let's say you bought the PeopleSoft
22 software for $500,000 and you're paying $100,000-a-year
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1 maintenance fee and you want to swap to Oracle, you

2 continue to pay the $100,000 maintenance fee but you

3 don't have to buy the Oracle software, you can just move
4 across.

5 Q. And has adecision been made for how long those
6 prices for maintenance will remain in effect?

7  A. Indefinitely. | don't think we've said ten

8 years, but | think the answer would be indefinitely.

9 Q. Now, you sad -- you've indicated that, as a

10 genera matter, within Oracle, you have not raised

11 maintenance fees in sometime; correct?

12 A. We haven't --

16 MR. SCOTT: Q. You can answer the question.
17 A. | beieve -- you know, | believe we haven't

18 made -- increased -- I've got to be very precise here.
19 Some customers got increases, the mgjority of
20 customersdidnt, | believe that's correct, in terms of

21 maintenance fees.

22 Q. You lost me somewhere.
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1 A. |lostyou because I'm not precisely sure how to

2 answer the question.

3 Q. Let meask the question --

4  A. | don't want to make the assertion we have not

5 raised any customers maintenance fees anywhere in the
6 world for the last couple of years.

7 Q. Let meask the question.

8 For application software, enterprise software

9 that you folks sell, have you raised the maintenance fees
10 within the last three years?

11  A. For certain customers?

12 Q. I'll take that.

13 A. | don't know the answer.
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18 For the people who are not J. D. Edwards

19 customers, have you made any decision asto how long

20 PeopleSoft customers that transfer over to Oracle

21 products post merger would receive the same maintenance

22 feesthey were paying PeopleSoft as opposed to J. D.
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1 Edwards?

2 A. | believe we would treat the PeopleSoft

3 customers exactly like we treat existing Oracle customers
4 interms of price increases or nNo price increasesin our

5 maintenance fees.

6 Q. You've made no public pronouncements on that one
7 way or the other?

8 A. No.

9 Q. Allright. Now, your -- going back to the

10 exhibit, Exhibit 6 to your depostion, it States here,

11 athough -- "Furthermore,” I'm sorry, in the paragraph 2

12 on page 4, "Furthermore, we will be incorporating the

13 advanced features from the PeopleSoft products into

14 future versions of the Oracle E-business suite."

15 Now, what features are you talking about there?

16  A. Wél, | suppose the most conspicuous oneisin

17 H.R. They have apension system and in their human

18 resources system that we don't have and we would put the
19 pension system into the Oracle version of H.R. and, in

20 fact, we would look very thoroughly at al of the

21 features that PeopleSoft had and, as much as possible, if

22 they had features we didn't have, we would try to include
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1 those features in the next version of Oracle because

2 over -- what we like to offer Oracle customers and

3 PeopleSoft customersis an improved product.

4 So thisiswhat | refer to as an emerged

5 product. So we take the PeopleSoft features and use the
6 PeopleSoft engineers to put those features into the next
7 version of Oracle H.R.

8 Q. Isthis-- gtrike that.

9 Structuraly or functionally how do you do that,

10 put those features in? Are you able to transfer code

11 over or what?

12 A. No, you cannot transfer code over. You haveto
13 have the engineer -- but you can transfer knowledge, so
14 you can use the PeopleSoft engineering team and part of
15 the vaue of this acquigition is the engineering team.

16 Y ou use the engineering team that built those features
17 for PeopleSoft to build those features into the next

18 version of Oracle H.R.

19 Q. Areany of these advanced features using the

20 terminology -- strike that.

21 Y eah, using the terminology in your -- on

22 your -- in the statement here in Exhibit 6, "advanced
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1 features," are any of those features that you would be

2 unable to duplicate and include in your Oracle products
3 absent this merger?

4  A. Unableisaninteresting question. | can

5 make -- the reason we have not put the pension system
6 into our H.R. system is there's a very small market for
7 the pension system and it's not obvious that it's

8 economically justifiable to put that feature in, given

9 the size of that market. So we are technicaly able to
10 put it in, but the business case is margina.

11 Q. Allright. Let me understand what you're

12 saying.

13 In the context of the pension features that

14 you're talking about from PeopleSoft, Oracle is

15 functionaly capable of developing that type of

16 functionality?

17 A. Yes

18 Q. But from abusiness standpoint, you've made a
19 decision as of now not to do that?

20 A. Correct.

21 Q. Andthat is because of, you said, in business

22 cases --
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1 A It'savery smal market.

2 Q. Soaeyou -- iswhat you're saying isthe

3 investment in actudly doing the engineering to develop

4 the pension system wouldn't be worth -- may not be worth
5 the volume of salesit would generate?

6  A. It'sright on the -- yes, it's not clear that it

7 is.

8 Q. Now, would it be -- I'm not expecting exact

9 figures here --

10 A. Sure

11 Q. -- but from a degree, how much cheaper would it
12 beto take it from and develop it from the PeopleSoft

13 product and reingtal it versus developing it on your

14 own?

15  A. Itwouldn't bejust cheaper, we'd have more

16 customers. Then as you have more customers, you have
17 more customers to amortize the development over. Inthe
18 sense that PeopleSoft makes us a bigger applications

19 company, we're then able to invest more money in

20 developing features.

21 Q. Other than the pension feature that we've been

22 discussing, are there other advanced features that you'd
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1 expect to include in the Oracle E-business suite post

2 merger?

3 A. That'stheonelarge one. There are, you know,
4 little features here and there that we'd want to include

5 for purposes of upper compatibility.

6 We would like a PeopleSoft customer sometime in
7 the next, I'll just say five years, in the next five

8 years, running PeopleSoft 8 to move to the merged

9 product. Wed like to make that move as graceful as

10 possible. In other words, we don't want them to give up
11 any feature they had in PeopleSoft 8 and not have that in
12 Oracle Version 12.

13 So it should look like moving from -- so the

14 PeopleSoft customers and PeopleSoft 8 should look like
15 moving from PeopleSoft 8 to PeopleSoft 9. In fact, our
16 god isto make it easier to go from PeopleSoft 8 to

17 Oracle 12 than going from PeopleSoft 7 to PeopleSoft 8,
18 sothey can't give up features, so it's very important.

19 And that's one of the things we mean by that, to
20 takedll of those features we don't have, even some of
21 the minor features, include those in the next version of

22 our H.R. product that should make it very grace to
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1 upgrade so you don't have to give up any features.

2 It's an easy upgrade and you not only get al

3 the features you had with PeopleSoft, you get al the --

4 you get aunion of the -- of al of the Oracle advanced

5 features and al the PeopleSoft advanced features. You
6 get a more sophisticated, more advanced product.

7 Q. From the standpoint of the features that you

8 just described that would be transferred from

9 PeopleSoft's product into Oracle to make a transition

10 over to Oracle more palatable to PeopleSoft users, what
11 type of things are we talking about?

17 A. It'samatter of -- again, the big case, if you

18 had pension capability, you would not want to upgrade to
19 the Oracle product and lose the pension capability.

20 If you had a particular feature in PeopleSoft, |

21 can't think of any, they are -- you know, they have a

22 very sophisticated H.R. product.
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1 We think we're ahead of them in virtualy every

2 other areg, but if there was -- if we discover certain

3 specific features that we don't have, we don't want to

4 take those away from PeopleSoft customers because we want
5 them, again, to upgrade.

6 MR. SCOTT: Q. Has any work been done at this
7 point to identify features that you would want to

8 transfer from the PeopleSoft product to the Oracle

9 product to make it more a smooth or graceful transition
10 for people who are wanting to switch over?

11  A. | know of no such document.

12 Q. Whether there's a document or not, has anybody
13 been looking at that type of thing?

14  A. Weadways do competitive analysis so there's

15 been constant competitive analysis between us and

16 PeopleSoft, but we redlly don't have access to their

17 software. So until we look &t their software in detail,

18 except at gross levels, where | can say -- the pension

19 system we just simply don't have, except in areas like
20 that, | redly can't.

21 Q. | understand.

22 When you said that you do constant competitive
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1 analysis, presumably versus PeopleSoft, what do you mean

2 by that?

3 A. Wehaveaspecidistin H.R., hisnameis Tony

4 Kender, and we compete with them in the H.R. area. And
5 we know what they say about their products, why they

6 say -- they say you should buy PeopleSoft for these

7 reasons, and we talk to customers when they make

8 decisions and -- talked about it before. One of the

9 purposes of the competitive andysis and the win/loss

10 reportsisto figure out why we lost. Was it a product

11 deficiency? |sthere something we can do to improve our
12 products?

13 So we're constantly trying to figure out what

14 new features we should put into the product to be

15 competitive with a variety of companies or to gain

16 competitive advantages, what features they don't have,
17 which we should be talking about when we're selling our
18 products versus them.

19 Q. Mr. Kender, is he dedicated to doing this type

20 of work related to PeopleSoft only, this competitive

21 anaysis, or does he have other vendors that he looks at?

22  A. Heused to work at PeopleSoft so he, excuse me,
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1 he used to work at SAP, so he handles SAP. But he was

2 responsible for our H.R. team, so he had the

3 responghility for H.R.

4
5

Q. From acompetitive analysis standpoint or --

A. H.R. sales swat team. They were the experts

6 that got involved in sdling H.R.

7

Q. So-- and in sdlling, being the specia -- when

8 you sad "swat team," what isthat?

9
10
11
12
13
14
15
16
17
18
19
20
21
22

A. They would be flown into a crisis Situation
where there was a decision being made on an H.R. purchase
and they would, you know, they would travel the world to
to try to persuade customers to buy Oracle.

Q. Hiswork in that regard, isit directed just at
PeopleSoft or PeopleSoft and SAP or PeopleSoft, SAP and
others?

A. Anyone making an H.R. decison. And he'd have
to deal with people who are looking at outsourcing with
Fiddity.

H.R. isinteresting. There are software
suppliers and there are service suppliers who directly
compete, so they might be considering buying Oracle or
just outsourcing al their H.R. to Fiddlity.
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10 Q. Thequestion is, when you're looking a a

11 discount situation, does the fact of what type of product
12 isinvolved in a particular competitive transaction

13 matter to you?

14 A. Yes

15 Q. Inwhat way?

16  A. If we have abrand new product -- example right
17 now, we have a brand new product called Collaboration
18 Suite. We have amost no references. It's a brand new
19 product. It's very aggressively priced, yet we still

20 give huge discounts, trying to get references.

21 S0, again, I'm going back to Situationd.

22 Here's aproduct -- we're trying to get large

Ellison 01-20-04

49



00089
1 customers -- especiadly for alarge customer, trying to

2 get large, credible references and, again, it's not

3 uncommon to even give the product away and even give
4 services away early on in the life cycle of the product,

5 to get a strong reference from an early adopter of that

6 technology.

7 Q. Would it matter to you in the context of asde

8 involving application software, whether it was your H.R.
9 product or your financia services product or an ERP

10 combination of the two, from the standpoint of deciding
11 whether or not to approve a discount or other specia

12 contract terms?

13  A. | don'tthink so. Back to -- it's back to

14 stuationa. | think you haveto -- it'ssuch a

15 complicated, complex dynamic. If it's--

16 Q. Let megiveyou an example.

17 A. Wehave strong competitorsin virtualy every

18 area

19 Q. For example, if you were -- an account comes up
20 for approva of a higher discount over 70 percent and you
21 understood it was PeopleSoft you were competing with for
22 their H.R. product. Are you more likely to give a higher
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1 discount there than if it was SAP, for example?

2 A. No.

3 Q. Youyouindicated that you thought that

4 PeopleSoft had a very sophisticated H.R. product; right?
5 A. Yeah.

6 Q. And so does the sophistication of that product

7 in any particular account have any effect on whether or
8 not you give a higher discount?

9 A. Theproduct is one factor causing the customer
10 to buy. Sometimes PeopleSoft can be aformidable

11 competitor because their product. SAP can bea

12 formidable competitor because their product is pretty
13 good. | don't think it's as good as PeopleSoft's,

14 actudly, in H.R.

15 But SAP is a much stronger vendor and SAP has
16 the ability to invest at a much higher level than

17 PeopleSoft. So alot of people will say SAPisthe

18 encumbant supplier in an awful lot of places.

19 So, again, I'm back to this -- herésa

20 stuation -- I'll take Oracle out of it. You're looking

21 at SAP asapossible supplier, you're looking at

22 PeopleSoft as a possible supplier, you're looking at
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1 Microsoft asapossible supplier. They al have

2 different characterigtics. If you're an existing --

3 depending upon the kind of customer you are, you can make
4 decisions for any of those companies.

5 SAP has more encumbancy. They have more

6 customers than anybody in applications, so they're more

7 likely to have the encumbancy advantage. That can work
8 for or againgt you. You like the SAP product, you buy

9 more. Maybe PeopleSoft has a better product, but | think
10 SAP will passthemin five years.

11 Again, these are those long-term, highly durable

12 products that are constantly improved. And the vendor is
13 often more important than the product.

14 Q. When do you expect to have in place the

15 Oracle -- the Oracle business product that would include
16 the features of PeopleSoft that would make it a more

17 graceful transition for PeopleSoft customers?

18  A. Should the acquisition go through --

19 Q. Yes?

20 A. -- how long approximately would it take us?
21 Q. Yes, sir.

22  A. Coupleyears.
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1 Q. Indiscussons earlier you said something about

2 you were hoping -- again, I'm not trying to -- I'm trying

3 to lay some foundation here in asking questions. If I've

4 got thiswrong, fedl free to tell me.

5 Y ou indicated something aong the line of you

6 were hoping that there would be a transition of

7 PeopleSoft customers to your product over afive-year

8 period?

9 A. Wethink --

10 Q. Ordid | get it wrong?

11  A. ldedly, we said we would support the PeopleSoft
12 products for at least 10 years.

13 Q. Gotcha

14  A. Wewould hope that, if we do our job well,

15 that -- our job includes two things, one is doing a very

16 good job of supporting the PeopleSoft customers as they
17 continue to use PeopleSoft product and continue to

18 enhance and improve that PeopleSoft prodcut, high quality
19 service, highly improvements, which is what we did when
20 we bought the Digital RDB data, so we have atrack record
21 of doing that, of treating customers well.

22 So if we can persuade them by providing a high
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1 quality of service that we're a supplier they want to

2 stick with, that's a good step one.

3 Step two would be to make improvements to our

4 products by including al of what I'm cdling the

5 PeopleSoft features to make that migration to PeopleSoft
6 very easy and attractive. They'd have reason to make

7 that migration because they would be getting a better

8 system, and then providing no economic barriers for

9 making that trangtion by not charging them for going

10 from PeopleSoft software to the Oracle software.

11 Q. Inthe context of thistype of trangition,

12 you'veindicated that you would do atrade-off with

13 PeopleSoft customers on a module-by-module basis,

14 whatever they had from PeopleSoft you would swap off for
15 an equivalent module from you --

16  A. Atno charge.

17 Q. -- a nocharge.

18 From the standpoint of implementation cogts,

19 actudly ingtdling the software and insuring that it

20 worksin away consistent with the customers needs, are
21 you in a position where you at Oracle have decided one

22 way or another whether or not you will assist PeopleSoft
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1 customersin that regard?

2  A. Wesometimes assist our own customers in that

3 regard, migrating from one version to another. We have
4 package deals where sometimes well migrate them at no
5 feeif they become an outsourcing customer, for example,
6 if they outsource with us and run on our data center.

7 The overdl plan for everybody isto make -- is

8 to minimize the cost of that migration. One of the

9 reasons -- I'll just cycle back.

10 One of the reasons we're making sure we have all
11 of the PeopleSoft features and we want to automate

12 migration from PeopleSoft 8 to Oracle Version 12, or what
13 well call the merged product, the Oracle/PeopleSoft

14 merged product, we want to automate that migration as
15 much as possible to minimize the labor cost. That's the
16 only thing that's going to make it redly attractive to

17 customers because it is expensive to move from one

18 product to ancther if you don't have a high degree of

19 automation.

20 Q. Let mebe sure | understand this. Inthe

21 context of customers, PeopleSoft customers transitioning

22 to Oracle, there may be a potentidl, if they are
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1 interested in becoming an outsource customer of Oracle's,

2 to do the trangition at no charge from an implementation

3 sandpoint?

4  A. Sure.

5 Q. For customers who do not -- are not interested

6 in doing the outsourcing, you're going to try to automate

7 as much as possible the implementation process to reduce
8 the cost to them?

9 A. Automate as much as possible. Understand, there
10 was a cost of going from PeopleSoft 7 to PeopleSoft 8,
11 there was a significant cost from going from PeopleSoft 7
12 to PeopleSoft 8. We would try to make it cheaper to go
13 from PeopleSoft 8 to the merged product than it was --
14 than the cost of going from PeopleSoft 7 to PeopleSoft 8.
15 So the companies understand that every period of
16 time, I'll just pick five years, for mgjor releases, that

17 they're going to haveto instal anew verson of the

18 software. They don't have to, we said we'd actually

19 support it for 10 years. If you stay with PeopleSoft,

20 you will not -- | guarantee you PeopleSoft will not

21 support PeopleSoft 8 for ten years. There will be a

22 PeopleSoft 9. The PeopleSoft customers will have to
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1 upgrade to PeopleSoft 9.

2 Upgrading from PeopleSoft 7 to PeopleSoft 8 was
3 avery expensive process. Upgrading -- there will be a

4 cost associated upgrading from PeopleSoft 8 to PeopleSoft
5 9. Wedon't think it will be any more expensive and

6 were going to try through automation to make it less

7 expensive to go from PeopleSoft 8 to the merged product.
8 Q. Doyou have any estimate of what it would cost

9 inthe dollars or man hours to transfer from a PeopleSoft
10 product to your product post merger for an individual

11 customer?

12 A. If wedoitright, it won't look like going from

13 aPeopleSoft product to an Oracle product, it will look

14 like from going to PeopleSoft 8 to PeopleSoft 9.

Ellison 01-20-04



00098

22 Q. Will the enhanced Oracle product that you're
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1 hoping the customers will migrate to operate on anything

2 other than Oracl€e's data base?

3  A. I don't know.

4 Q. That decision hasn't been made?

5 A. That decison hasn't been made.

6 The answer isit'slikely to only operate on an

7 Oracle data base.

8 Q. Sofor acustomer who wants to migrate post

9 merger from PeopleSoft to Oracle who does not have Oracle
10 data base, what will that entail?

11  A. They would haveto learn -- they would have to

12 have people trained in how to operate an Oracle data

13 base.

14 Q. Would you do anything with them from the

15 standpoint of trying to offset the cost of doing the

16 transfer?

17 A. Therewould be no -- we would provide the Oracle
18 data base for the merged product free of charge so there
19 would be no charge for doing that. Again, as| say, most
20 customers run the Oracle data base so --

21 Q. Arethere implementation costs associated from

22 transferring from one data base to the Oracle data base?
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1 A. I dontthink so. | think there are training --

2 you said implementation costs.

3 Q. Yes.

4  A. There could be some training costs and training

5 some DBA's. You would probably go out and hire people
6 experienced running Oracle. There's alarge population

7 of people experienced in running Oracle.

8 Q. DBA's are what?

9 A. I'msorry, data base administrators, the people

10 who operate the data base on a daily basis.

11 Q. Sowould there be plans post merger to issue or
12 come out with a PeopleSoft 9 product?

13  A. No -- yes, the PeopleSoft 9 is the merged

14 product, so there would be one team of people, we would
15 merge the PeopleSoft engineers with the Oracle engineers
16 and they would produce a merged product. Y ou could call
17 that PeopleSoft 9 or Oracle 12, it's the same product.

18 It would have the union, it would have dl the PeopleSoft
19 features and all the Oracle features.
20 Q. Arethere plansto come out with a PeopleSoft 9
21 product that runs off of PeopleSoft code post merger?
22 A. No.
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1 Q. Now, in the context of some of the discussions

2 that have taken place regarding what would happen with
3 customers post merger, there have been some indications
4 that you folks would keep engineers working on the

5 PeopleSoft product, as you said, support it for eight,

6 for ten years.

7 A. Tenyears

8 Q. Inthe context of that, what type of -- have

9 decisions been made about the number of PeopleSoft

10 engineers that would be dedicated to that project?

11  A. No, it really depends on what features we're

12 putting into the product. | mean, everything from the

13 things -- there are statutory requirements to put in, the
14 tax tables, to make sure that we keep the payrall

15 withholding taxes are accurate for the next ten years, to
16 more exatic features like wireless capability, which we
17 would plan as new technologies emerge and new operating
18 systems emerge. We would plan to keep the PeopleSoft
19 products current with those technologies.

20 Again, it'sredly in our interest to keep these

21 customersvery, very happy. | don't think -- | don't

22 think well get them to move to Oracle products through

Ellison 01-20-04



00102
1 coercion.
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18 Now, | don't know that | saw it in Exhibit 6 but

19 I've seen areference from -- may have been quoted from
20 you or someone else, saying that post merger, while you
21 will not be actively marketing the PeopleSoft product to
22 new customers, if somebody called up on the phone and
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1 wanted to buy it, you're not going to turn away money.

2 A. Absolutely not.
3 Q. And exactly from that perspective, would it have
4 to be that type of circumstance, where somebody
5 approached you and said, "I want the PeopleSoft product,”
6 that you would sdl it to them?
7 A. No, | sad earlier that if you're an existing
8 PeopleSoft customer.
9 Q. I'mjust talking about new customers now.
10  A. A brand new customer?
11 Q. Yeah
12 A. Yeah, you'd you'd have to express an interest in
13 a PeopleSoft product to one of our salespeople.
14 Q. Youadsoindicated, going to existing PeopleSoft
15 customers, that may -- wanted to buy additional modules
16 that they had not previously purchased from PeopleSoft,
17 that would be possible?
18  A. Of course. Wewould actively be trying to sell
19 those to those customers.
20 Q. Actively, who would be doing that?
21  A. Probably aspeciaized telesales organization
22 would be calling existing PeopleSoft customers and ask
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1 them if they needed more seats for an existing module,

2 more users for an existing module, or if they wanted to

3 use main modules.

4 Q. Inthe context of an existing or previoudy

5 existing PeopleSoft customer who is buying additiona

6 modules, what would the policy be about how that purchase
7 would be priced?

8  A. | dont think there would be any differencein

9 policy versus selling existing Oracle customers new

10 modules. So | think the pricing -- we try to have a

11 pricing equivaency.

12 Q. "Pricing equivalency" meaning what in that

13 context?

14  A. If additiond -- again, if an H.R., human

15 resources, seat cost -- I'm just picking a number out of

16 the sky -- $2,000 for Oracle, we try to have a similar

17 price for the PeopleSoft component and discounting policy
18 for both would be the same.

19 Q. Would you plan on discounting additional

20 PeopleSoft modules to existing customers, discount them
21 inways that would address any competition in that

22 account?
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1 A. Oh, of course.

2 Q. How would you go about that?

3 A. Sameexact process asif Oracle is an encumbant
4 application supplier and Microsoft was coming in and

5 trying to displace us.

6 Q. Wdl, now, if you have a customer who has a

7 PeopleSoft H.R. system or applications and they are going
8 into the market -- thisis, again, post merger -- for

9 financials management software, how would that play out
10 in the context of your company post merger?

11  A. I think at that point there's a PeopleSoft

12 product installed there, assuming there's not an Oracle
13 product installed at that customer, so | think we would

14 give the customer the choice of buying either Oracle

15 financias or PeopleSoft financials.

16 Q. Atthe same price?

17 A. Yeah, exactly.

21 You testified earlier, | believe something to

22 thefact -- in reference to PeopleSoft having a very
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1 sophisticated H.R. product.

2 A. Right

3 Q. I think you said you felt that your folks, your

4 products, were ahead of them in al other areas with that
5 possble exception?

6 A. | sadvirtudly dl aress, dl areasthat |

7 knew about.

8 Q. What did you mean by that?

9  A. It meansour manufacturing product, we think our
10 financid product is better than theirs and it has more

11 features. Doesn't mean they don't have some features
12 that we don't have, but we probably have more -- we have
13 more features than they do so we're a more feature-rich
14 product than they are, certainly in manufacturing and

15 supply chain and most other areas that | know of, save of
16 human resources.

17 Q. Would that be true for financial management, as
18 wdl?

19  A. Absolutely.

20 Q. How did you get to the point where you are in a
21 position where you have a more feature-rich product, with

22 the possible exception -- in al areas with the possible
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1 exception of H.R.?

2 A. We started on financias before they did so

3 we've been at it longer. We're larger than they are so

4 weinvest moreinit, and | think we've been more

5 innovative than they've been. We got to the Internet

6 first.

7 Q. Fromastandpoint of their H.R. product, how

8 does that compare to your H.R. product? Isit aquestion
9 of being more feature rich or something else?

10  A. They worked on H.R. before we did. That was --
11 that was their first product. That was their only

12 product for sometime. They invested more heavily in H.R.
13 and they started before us and they invested more heavily
14 init.

15 Q. Now, hasthe gap between you and PeopleSoft and
16 H.R. remained constant over time from the standpoint of
17 feature richness?

18  A. No, | think we've caught up in most areas.

19 Q. What do you mean by that, "caught up in most

20 areas'?

21  A. | mean the features -- in fundamental H.R. |

22 would say were approximately equivaent, my judgment is

Ellison 01-20-04



00109
1 we're approximately equivalent, that they're really not

2 ahead of usat all.

3 Q. What period of time did it take you to get to

4 the point where you believe you are approximately

5 equivalent to PeopleSoft in H.R.?

6 A. Interesting question. Once we focused on it,

7 more than one, less than two years.

8 Q. How did you go about catching up with them?

9 A. Spent money, hired engineers and had them put in
10 features.

11 Q. Why did you do that in the context of catching
12 up with PeopleSoft in H.R.?

13  A. It'sabig-- H.R. isavery, very large market.

14 Virtudly every company has to deal with personndl and
15 payroll issues and it was a big business opportunity and
16 we wanted to have a very competitive product.

17 Q. Did the feature richness of their product before
18 you got to the point where you believe that you were

19 functioning equivaent with them, give them an advantage
20 of trying to sall that product to customers?

21  A. Sure.

22 Q. Inwhat context? How did it give them an
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1 advantage?

2 A. Wdl, if you have more features -- if, for

3 example, you needed -- I'll go back to the thing we il

4 don't have.

5 If you need a pension system and Oracle doesn't
6 have it and PeopleSoft has it, you would buy PeopleSoft.
7 It'sjust amatter if that's something you need. There

8 are some features people don't need. Most companies
9 these days don't have pension systems, so for the vast
10 majority pension is not an issue.

11 Q. Canyou give me some examples of features that
12 you've added over time to catch up to PeopleSoft in the
13 H.R. area?

14  A. Displaying job openings on the Internet.

15 Q. Anything ese you can think of?

16  A. | cango back and check, give you afairly long
17 list. But I'm redlly not sure about the specific

18 catalogue of features.

19 Q. Now, isit your perception that over time

20 PeopleSoft has made any efforts to catch up with you in
21 the areaof financial management?

22  A. | think al vendors look at, you know, look at
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1 what the other companies are offering, and where there

2 are deficiencies they try to catch up. You try to cover

3 up deficiencies, close gaps, as we say, and gain

4 competitive advantage.

5 You try to innovate in certain areas to create

6 features no one has so you're the first company with this

7 new feature and you try to close competitive gaps.

8 Q. Wasthe feature richness of your product, your

9 financia management product, did that enable you to take
10 business away from PeopleSoft because they did not match
11 up with you functionaly?

12 A. It'soneof thefactors| think. Vendor

13 credibility, again, is @ least as big a factor.

14 Ability -- these decisions are made over long term so the
15 current state of our product is important, but our

16 ability to keep investing, the fact were going to be

17 around as a vendor, we have had the financial ability to

18 keep investing, respond to technology changes, to add

19 features, | would say is at least as important as the

20 current, you know, the snapshot -- what's the state of

21 your product now? What's the state of their product now?

22 | don't think anyone looks at it that way.
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1 Q. Let meask this --

2 A. That'sextreme. Maybe some people do. | think
3 the vast mgority of people look at along-term, five- to

4 ten-year relationship with a supplier, how is that

5 product going to evolve and not just meet my needs today
6 but meet my needs two years from now, four years from now
7 or 10 years from now

8 Q. Inthe context of your financial management

9 package, do you think PeopleSoft has caught up with you
10 today from afunctiona standpoint?

11  A. I think they certainly -- they've added a bunch

12 of features. | think there's abunch -- | think we

13 handle global companies alittle bit better than they do,

14 something called Globa Single Ingtance. There's il

15 thingswe do -- genera ledger consolidations | think we
16 do better than anybody. So there are some things | think

17 we do better than PeopleSoft or any other supplier.
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21 misstating what you said. Y ou used the term "legpfrog”

22 in the context of looking at competitors and deciding
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1 whether to discount or not, i.e., judging competitive

2 dtuation. What did you mean by that term?

3  A. Leapfrog?

4 Q. Yes.

5 A. Wherethey had a better product than you did

6 last year and now you have a better product than they do
7 so you went from being technically disadvantaged to

8 technicaly advantaged, you leap-frogged over their

9 technology.

10 Q. Have there been circumstances in the context of
11 your sales of ERP application software where you feel
12 that you have leap-frogged your competitors?

13 A. Yes

14 Q. Could you give me, tell me what circumstances
15 they were?

16 A. Wewerethefirst company to go to the Internet.
17 We decided -- we went partially to the Internet as an
18 optiona feature as released 10.7 of our applications,

19 and released 11 hours in Internet only applications. So
20 everyone who had that would be upgrading from client
21 server interminal systems -- we had three versions, we

22 had atermina system in the old days and then we had a
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1 client server system and then we moved to an Internet

2 system.

3 And we were considered dightly mad for

4 introducing the Internet system when we did. Therewas a
5 lot of negative press, there was alot of conflict inside

6 of Oracle whether we should introduce an Internet-only

7 system, but we did, and virtually everyone followed.

22 Q. Have there been any circumstances where you

Ellison 01-20-04

75



00117
1 think in the ERP application software arena where you've

2 been leap-frogged by any of your competitors?

3  A. Yeah. | think when SAP came out with their ERP
4 suite, agroup of applications that worked together as a

5 unit, they had amain frame system called R-2 and then

6 they developed a new system called R-3, which was

7 designed to run on Unix and run on arelationa data base
8 and they had dl of the applications work together, and

9 so asthey moved from R-2 to R-3. Now | think they then
10 leap-frogged our Unix open system relational

11 applications.

12 Q. Wereyou able to catch up to them based on that
13 legpfrog?

14  A. Wédl, the problem with them was that they --

15 because they're a European company they -- they've been
16 in business much longer than we were. They had been in
17 the applications business much longer than we were and
18 now they had the same Unix technology that we did and the
19 same open system technology, same relational data base
20 that we did. But they had alot more experiencein

21 building big multi-nationa systems.

22 So they were very good at building systems that
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1 ranin Germany and ran in France and ran in Japan and ran

2 in Brazil, adhered to dl the local laws and all of those
3 things, and it took us awhile to catch up with al of the
4 multi-national features.

5 Q. Doyou recal when you were able to catch up
6 with SAP from the standpoint they had multi-national
7 features?

8 A. Ittook usawhile, it took us afew years.
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15 Q. If you were -- again, I'm talking ranges now, |

16 don't expect a precise number on this. If you were

17 comparing for a particular customer the cost to them over
18 thelife of the product of an integrated ERP suite, such

19 asyou or PeopleSoft or SAP sell, versus a best of breed
20 approach, what kind of cost differentia are we talking

21 about?

22 MR. RILL: I'm going to object to the nature of
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1 the question, the character of the question. He didn't

2 say they were equivalent, SAP, PeopleSoft and Oracle.

3 MR. SCOTT: Your objection’s noted and you can
4 take that into account in your answer.

5 A. Wdl, wethink the suite might -- the best of

6 breed approach, | think is five times more expensive and
7 that's not the worst part. The worst part is because the

8 best of breed approach fragments al your data into

9 separate data bases and it's very hard to get good

10 information out.

11 If you look at Microsoft's Project Green, it is

12 acomplete and integrated suite, which is absolutely --

13 unfortunately, they got it right. The people they

14 acquired at Great Plains are very smart. They've beenin
15 business along time and they are going to be a

16 complete -- they're very much like the Oracle E-business
17 suite.

18 Microsoft does a fabulous job of looking at

19 what's going on in the marketplace, getting high qudlity,
20 experienced people, and then copying -- closing gaps a a
21 very, very rapid rate. One of our biggest concerns now

22 iswe have Microsoft coming into this market with a
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1 complete and integrated E-business suite, which if you

2 look at Microsoft's pricing history, you know, they're

3 going to price very, very aggressively.

4 If you look at what are Microsoft's limits for

5 competition, can they afford to price very aggressively?
6 Yes, they can. Can they afford to invest very heavily?

7 Yes, they can. Canthey close gaps at a very, very rapid
8 rate, absolutely.

9 MR. SCOTT: Q. When you are talking about the
10 best of breed, when you say they've got individual data,
11 thedataisin individua data bases --

12 A. Separate databases. So if you had all these

13 things, you'd have an H.R. data base that was redlly part
14 of the PeopleSoft application, you'd have a Sebel data
15 base that was part of your call center, you'd have a

16 Salesforce.com data base that was part of your field

17 sdes-- where your Salesfield data was, you'd have an
18 accounting data base maybe within SAP, you'd have a
19 supply chain databaseini2.

20 These are literally separate data bases. Y our

21 information about your business would be fragmented into

22 many different data bases.
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1 Q. Would it be possible for you to access the data

2 across the best of breed applications?

3  A. Staggering, yes, but staggeringly so difficult,

4 there's no good way to do it.

5 Q. Isit--the best of breed type of suppliers, |

6 notice you mentioned Siebd?

7 A. Yes

8 Q. Would they be an example of one?

9 A. Wadl, they're so -- they're interesting because

10 they have a CRM suite.

11 I'll tell you what | believe, | believe the

12 long-term winners provide a complete E-business suite.
13 That's -- obvioudy, that's what we've done. That's how
14 we better our business.

15 We look at our current No. 1 competitor and what
16 arethey doing? E-business suite. We look at our future
17 No. 1 competitor; what are they doing? E-business suite.
18 So we think that even Siebel, which does just

19 front CRM, front office, cal centers, marketing, field

20 sdes, those kinds of things, even they're going to have
21 ahad timein the long run.

22 I'll give you -- and they're terribly vulnerable
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1 both on the innovation side, from an innovative supplier

2 like Salesforce.com, and a suite supplier like Microsoft.

3 So acombination of those two, a company that competes
4 viainnovation, Salesforce.com, a company that competes
5 using economics, the ability to invest huge amounts of

6 dollars and price very, very aggressively -- Microsoft's

7 favorite price being zero. They're the only ones whose
8 norma caseisoften zero Ther€'s no one elselike

9 that, puts a company like Siebel at a serious

10 disadvantage.

11 Q. Let meback up aminute. A couple things about
12 what you said about Siebd.

13 You said Siebel has a CRM suite?

14  A. A CRM suite, so they have dl of the front

15 office pieces. Front office, just like the back office,

16 the ERP suite included manufacturing, accounting, H.R.,
17 payroll, severa components in the back office.

18 The CRM suite would be marketing, sales and

19 service and call centers.

20 Q. Despitethe fact that they may call thisa CRM
21 suite, do you consider that product to be a best of breed
22 product?
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1 A. | doconsder it to be abest of breed product.

2 Q. And why isthat?

3  A. Youwould have to have at least one other --

4 again, it's on the borderline. You'd have to have --

5 you'd have to integrate it, that front office, the Siebel

6 front office products with somebody's accounting system
7 and someone's manufacturing system, someone's H.R.
8 system. Siebel doesn't do that. And that would have

9 -- and that system integration is going to be costly and
10 those costs over time are going to disadvantage Siebel.
11 Q. Now, has-- when you say that you believe that
12 the suite, the people who are selling the suite approach
13 as opposed to the individual best of breed approach are
14 going to be the eventua winners, over what period of
15 time do you think that's going to happen?

16  A. | think it's happening aready.

17 Q. What makesyou think that?

18 A. SAPisgaining market share aready and

19 they've -- depending on how you dice the market up, if
20 you look at the oil and gas industry, which is important
21 to Texas, SAP has a hundred percent of it, clearly a
22 hundred percent market share.
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1 So as you look at industries -- and that's the

2 way the application business works, it's divided by

3 industry. Soif you look at industries, you know, smdll

4 to large, everyonein oil and gas uses SAP. That's the

5 market for the oil and gas industry.

6 So they've been tremendously successful and

7 they're going to be a very formidable competitor. And

8 they invented the suite business with ERP and now they're
9 finishing the suite business as they've made entries into
10 cdll center, sales, marketing and service. So they area
11 complete E-business suite company.

12 Q. Now, you indicated a moment ago -- strike that.
13 Y ou think that the E-business suite companies --
14 I'm sorry -- are aready taking share away from the best
15 of breed approach?

16 A. Yes.

17 Q. Do you think that the best of breed companies

18 have along life who are using that approach?

19  A. | think acompany like Salesforce.com, which has
20 been very innovative, can -- could have a second

21 generation best of breed company, which is very

22 interesting because --they're a very interesting company,
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1 worth looking at closely, because they're atiny company

2 that camein and created an unbelievable price pressure
3 on Siebdl. They priced their product at $195 a month,

4 one-tenth of what Siebel costs and for Siebel to offer a

5 comparable product -- Siebel combined with IBM, quite a
6 tandem, to compete with Salesforce.com to have a

7 competitive product for $70 a month. Quite amazing, and
8 what they're selling isn't exactly software, it'sa

9 service to automatic -- a service on the Internet to

10 automate your salesforce. So, in fact, it's better. It

11 has al the software characteristics but you don't have

12 to buy the computer or the network, you just useit on

13 the Internet.

14 So it'sredly, redly low cost. It'savery

15 low implementation cost, very low per user cost. So

16 they've been tremendoudly innovative, however, they're
17 ill best of breed. But they're kind of a second

18 generation best of breed.

19 Y ou will see a second generation E-business

20 suite coming out, which is a service that integrates al

21 of the components, and you'll see that from Microsoft and

22 you'll seethat from us and you'll see that from SAP.
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1 And we think, again, our No. 1 competitor right now is

2 cleary SAP and our No. 1 competitor 24 months from now is
3 clearly Microsoft.

4 That's our belief and those two major

5 competitors are both very large, have the ability to

6 invest very, very heavily, you know, and price

7 aggressively. But the key thing here is they're both

8 complete E-business suite suppliers. That's their

9 strategy.

10 Q. You bdieve that's the way the market's going?
11  A. I'mconvinced. By theway, can | throw in one
12 more reason why I'm convinced?

13 Q. Absolutely.

14  A. Theantitrust division, remember when there was
15 aP.C. software industry? Thereisn't one now. There's
16 Microsoft, and there used to be Ash & Tate with adata
17 base and there used to be Word Perfect with aword

18 processor, there was L otus with a spread sheet. There
19 was Harvard with Graphics.

20 They were al replaced and completely wiped out
21 by an integrated suite called Microsoft Office. The

22 integrated suite always wins, so you don't have to look
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1 forward, you can look back. It's aways the way.

2 Q. What other -- we've mentioned the Salesforce.com
3 and Siebel as best of breed suppliers out there.

4 A. Yes.

5 Q. Who eseisthere?

6 A. | mentioned i2, Manugistics, Commerce One,

7 Ariba

8 Ariba was interesting to note because at the

9 height of the bubble, Aribas market valuation, they're a
10 best of breed procurement, purchasing. All they dois
11 automate alittle part of purchasing, but they had a

12 higher market value than Dimler-Chryder at the height of
13 the bubble.

14 So you might look at what this best of breed is

15 worth now, Commerce One -- if you just look at what's
16 happened to best of breed over the last couple years,
17 you'l seethey're in the process of vanishing.

18 Q. Now, based on some of your testimony, you

19 mentioned Microsoft more than a couple timesin the
20 course of the conversation, | take it you are convinced
21 they're going to enter and start the market that you're
22 in and start competing with you, the sales of ERP
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1 software?

2  A. | takethem at their word. | take them on --

3 the amount of money they're currently investing is

4 breathtaking. It'salittle bit -- when someone -- like

5 when a country starts mobilizing their army, you get

6 nervous when people are putting al those people on your
7 borders, you pay attention.

8 Microsoft has got very -- has made two major

9 acquisitionsin this area, Great Plains and Navision.

10 They've got a huge development organization and | know
11 some of the people who are running it who are very

12 talented.

13 They've adopted the E-business suite strategy,

14 so| think they're building the right products. They

15 have alot of experience. They have two experienced
16 development teams they've acquired and they said they
17 plan to spend more money on R&D than Oracle, SAP,
18 PeopleSoft, Lawson, Cerner, you name it, on down the line
19 combined.

20 So, remember, I've been around here along time.
21 | saw them enter the data base market and become very

22 competitive. | saw them start from nowhere, have zero

Ellison 01-20-04



00148
1 market share in a browser market, to move to a hundred

2 percent market share. | saw them start with zero -- not
3 zero, they had the Mac. They had word processors on the
4 Mclntosh.

5 They had five percent market share or ten

6 percent market share. I've seen them go from five or ten
7 percent market share in any number of areasto

8 approaching, not a hundred percent market share, 85, 95
9 percent market share over and over again.

10 Q. Isityour belief that without this transaction,

11 i.e, without your company being allowed to acquire

12 PeopleSoft, that you will be unable to compete with

13 Microsoft, assuming they do enter the ERP space?

14  A. Oh, absolutely.

15 Q. Why isthat?

16  A. Because scaleis hugely important in this

17 business. There are two things you compete on, oneis
18 innovation -- that's very important -- and the other is

19 scale.

20 And Microsoft -- your ability, for example, one

21 of the things we have to do is be able to price against

22 Microsoft. So Microsoft shows up. They're dways the
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1 priceleader; right? Everything they do, aren't they the

2 priceleader? I'm not alowed to ask you questions,

3 sorry. That'srhetorical. So Microsoft's going to price

4 extremely aggressively as they come out.

5 What is our ability to meet their pricing?

6 What'sit based on? It's based on the size of our

7 business. We have -- the interesting thing about the

8 software business is that you have this huge fixed cot,

9 your R&D development, for the first version of your

10 product. Then there's no incremental cost, there's no
11 unit cost of sdlling the products. So somehow you have
12 to sdl enough to cover your R&D costs or you can't -- as
13 prices come down, you better get bigger.

14 In other words, your ability -- Microsoft's

15 ahility to sdll at alow price is because they sdll alot

16 of software. That's exactly what enables them to sell at
17 alow price. Scaleiswhat allows you to price very,

18 very aggressively, scale or innovation, one or the other.
19 And we have to have the scale, you know, at

20 least better scale than we currently have to compete

21 against Microsoft asthey comein.

22 One of the things that's particularly scary is
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1 wesaw -- and | know thisis interesting because | think

2 it'san important part of the case -- | know people say,

3 wadll, we don't think Microsoft can enter what some people
4 are caling the high-end of the market very early. Well

5 see competition from Microsoft at the low end of the

6 market early on, but it will take them a good long time

7 to get to what people are calling the high end of the

8 market.

9 And the lie of that, of that notion, is clearly

10 demonstrated by Salesforce.com. Asthey entered the

11 market, and alot of people characterized them -- in

12 fact, Craig Conway, whose name's come up here before --
13 characterized Salesforce.com as a small company that will
14 forever be sdlling software to other small companies, a

15 smal company that will stay small and aways be sdlling
16 software to other small companies.

17 Wéll, he couldn't have been wronger. If you

18 look at Salesforce.com customer lists, they're selling to

19 some of the largest companiesin the world. They camein
20 and immediately started selling to very, very -- not just

21 mid-size, not just small companies and mid-size

22 companies, but very, very large companies.
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1 So what you must understand is we build one

2 product and that one product is sold up and down the

3 line. And the product that Oracle sells to General

4 Motorsistheidentical product that we sell to asmall

5 ABC toy company. There's no notion of building a

6 separate product for the high end. There's no notion for
7 building a separate product for the low end, at least we
8 don't haveit.

9 SAP isthe same, so -- PeopleSoft is the same.
10 Microsoft is building, you know, one suite of products.
11 Salesforce.com isthe same. So they enter this market
12 pricing very aggressively, improving their product very
13 rapidly. Wethink they're going to get a substantia

14 share of the market and unless we get to scale, were

15 going to have avery difficult time competing.
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1 MR. SCOTT: Q. All right, gir, you indicated --

2 first of dl, we're back from the bresk. You're still

3 under oath. If you need to take a break, let us know.

4 Y ou indicated off the record there was something
5 you wanted to clarify.

6 A. Yeah. Youasked meam | saying that if this

7 ded does not go through, the acquisition of PeopleSoft
8 doesn't go through, does that mean we won't be able to
9 compete. And | think what I'd liketo say is-- |

10 quickly said "yes," and what | would like to say after a
11 little more consderation, it will make it harder, it

12 will makeit harder.

13 I'm not ready to just say, "Boy, that'sit, it's

14 over. We can't compete.”

15 Q. Sotherecord'sclear, | think the question |

16 asked is, are you saying that if you don't get to do this
17 transaction and buy PeopleSoft, would you be unable to
18 compete with Microsoft if they come into the area where
19 they're selling ERP suites and other software comparable
20 to Oracle?

21 And your response is?

22  A. My responseis, after some thought, it will make
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1 it alot harder.

2 Q. Inthe context of that answer, what do you mean

3 by "alot harder"?

4  A. Theadditiona sde dlows usto invest morein

5 R&D. It dlows usto price more aggressively.

6 | think if you look, we have a very large fixed

7 R&D cost and our ability to discount is somewhat

8 mitigated by having to cover and pay back that R&D cost.
9 And Microsoft doesn't have -- Microsoft's profits are so
10 enormous, that they can give their software away for a
11 very, very long time without having to cover the R&D

12 cost. We don't have a similar advantage.
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11 Q. Let's-- let meask you if you would turn in the
12 document to page 54.

13 So we're on page 54 of Exhibit 7.

14 A. Okay.

15 Q. Thisappearsto be atranscript of afinancia

16 anayst day and there's areference at the bottom of the
17 page where there's a statement, "Larry" and then some
18 narrative behind that.

19 Do you see that?

20 A. Yes

21 Q. Let'sflip over alittle bit earlier in the

22 document to figure out what analyst day they were talking
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1 about, just to give you alittle bit of context here.

2 All right, sir, if you would just look at page

3 28 of the exhihit, it appears to be the start of the

4 transcript on analyst day. It has "Oracle Financial

5 Anayst Day, Safra Catz and Chuck Phillips, Q & A."
6 Do you see that?

7  A. Uh-huh.

8 Q. Let'sflip back into the document itself. And
9 we're back on page -- go back to page 54.

10  A. Okay.
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17 Q. Now, there's a statement there where it said --

18 attributes you having said a some point that alot of

19 smaller companies are act [sic] more features than actual
20 companies or products.

21 Do you see that?

22  A. Right. It goesright into what | was saying
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1 before, before we came to this document.

2 Take a company like Ariba and what they had was
3 the ability to enter an Internet purchase request --

4 enter a purchase request on the Internet and they built a
5 company out of that one little piece of automation, where
6 what people want to buy are what | believe is going to be
7 thewinning strategy in applications are these complete

8 E-business suites.

9 It automates your entire back office, it

10 automates your entire front office. You're not going to
11 want to buy just one feature, the ability to enter

12 purchase requests on the Internet.

13 Now, if you're an innovator like Aribawas, |

14 mean, they were the first company to do that, to alow

15 you to enter your purchases on the Internet, interesting
16 first -- what's called a first-mover advantage; they were
17 theinnovator. But people don't want to buy nifty new
18 features, they want to buy a complete working system, and
19 companies that are built around a small number of

20 features have no future.

21 And I've referred to those -- those aren't

22 companies, they're just features. They're not even
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1 one-product companies, they're one-feature companies, and

2 they're going to lose out to the suite companies and, in

3 fact, they are.

4 Having said that -- I'm not trying to make

5 everyone's life miserable here -- there's an example of

6 the second generation best of breed company like

7 Sdesforce.com, which is abest of breed company but has
8 done such agood job on price and such agood job on the
9 technology, that even though -- they are, they're very

10 attractive and doing quite well.

11 Q. Now, inthe context of -- let me ask you if you

12 would turn to page 57 in the document. About halfway
13 down, there's a -- fourth paragraph, third full

14 paragraph, starts, "And that's a symptom of avery

15 serious problem.”

16 Do you see that?

17 A. Right.

18 Q. Goesonto gate -- again, you can look, but

19 these are statements attributed to you -- "That's a

20 symptom of avery serious problem. And suites evidently
21 won. They will in our best of breed products and they'll

22 one feature companies, no one product companies. You've
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1 got PeopleSoft, J. D. Edwards, neither one of them are

2 likethat. They actualy have ERP systems and

3 PeopleSoft's funny, they're alittle bit of a hybrid

4 because they are the best of breed H.R. supplier, as well
5 as being the being the number three ERP company.”

6 Do you see that?

7 A. Yes.

8 Q. Whowould you attribute being No. 1 and No. 2
9 ERP companies?

10 A. SAPwasNo. 1 and Oracle was No. 2.

11 Q. By "ERP," weretdking again here the

12 integrated suite, the back office operations?

13 A. Existing back office automation.

14 Q. Now, isthat statement -- again, read whatever
15 you need to put it in context.

16 Is that a statement, PeopleSoft -- SAPis

17 No. 1, youre No. 2, No. 3, isthat worldwide or in some
18 other smaller geographic area?

19 A. Worldwide.

20 Q. Inthe United States how would you rank?

21  A. Inthe United States where would Oracle rank?
22 Q. Yes, sgir.
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1 A. No. 2 or No. 3.

2 Q. Now, when you use the terms -- again, read

3 whatever you need to put it in context.

4 When you talk about SAP being the No. 1 ERP
5 company, Oracle No. 2, and PeopleSoft No. 3 in the
6 context of this statement, measured by what?

7 A. By revenue.
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22 Q. Now, intaking earlier today about when you are
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1 looking at a discount request and you'd try to determine

2 what companies are redistic threats before you let the
3 salesman give money away; right?
4  A. Right.
5 Q. Of the other ERP vendors in the United States,
6 which would you consider aredlistic threat that you
7 would have to take serioudly in the context of a discount
8 request?
9 A. Wetaked about -- Lawsons is probably the best
10 example. In certain industries -- again, this thing
11 tendsto be industry-oriented, not -- | know the
12 government characterizes big company, small company
13 oriented. | don't think that's the way it really works,
14 | think it's industry-oriented, as | understand the
15 market.
16 Lawson would be very, very competitive in a
17 hospitd, if you're trying to automate a hospitd.
18 They've got alot of good references in hospitals,
19 from very large to very small. Very tough competitor in
20 ahospital, stronger than we are. They're probably No.
21 1, very strong in state and local government. So
22 typicdly asyou look around -- just like SAP, if were
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1 competing with SAPin oil and gas, it's amost pointless,

2 you know, why bother.

3 Q. Why isthat? Why would it -- why does SAP have
4 such an advantage over you in oil and gas?

5 A. Wdll, once you get critical mass, once -- this

6 iswhy our industry tends to cluster, SAP -- it's back to

7 scale.

8 Once you have a certain number of oil and gas

9 customers, you can afford to invest in interesting things
10 for il and gas, even if it's just sles and marketing,

11 just specia brochures and specialy-trained salespeople,
12 people who speak the language, a specia salesforce.

13 You have a specia sdesforce that just sellsto oil and
14 gas and they can afford to create such specia people

15 with speciaized knowledge to sdll to that market, where
16 we cannot afford that if we have two oil and gas

17 companies.

18 So once you get to critical mass, industry by

19 industry, you get -- you get companies that are very hard
20 to displace and the way this industry redly petitions

21 itsdlf up is not high end, low end, not big and small at

22 dl, but it's by industry if you look a companies who
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1 are stronger and wesker inside thisindustry.

2 Q. Let'sfollow up on that.

3 You said that the market tends to act from

4 the -- down industry lines?

5 A. Yes, for applications.

6 Q. Application software. What did you mean?

7  A. Wadl, banks -- look at the entire sales process.

8 If you're an il and gas company, you're going to ask for

9 references, and if my reference was J.P. Morgan Chase,
10 that'sinteresting, that's a big bank, but didn't | say

11 we were an oil and gas company? Weren't you listening to
12 me? | mean, who are your oil and gas references?

13 And people -- technology products are not easy

14 to understand, | don't care how smart you are. They're

15 very complicated. There'sjust lots and lots of details

16 and features. And one of the great litmus tests for

17 deciding whether to buy or not buy an application is, I'm

18 an ail and gas company. Can you show me another company
19 that successfully, just like mine, that successfully is

20 using this product? Show me areference, if it works --

21 I'm Shell Oil, show me it works over a Chevron

22 or Exxon. Show me -- I'm not sure Chevron till exists.
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1 | losetrack. So on areference base, does your sales

2 force understand the notions of upstream exploration and
3 downstream distribution of oil. Can| even have a

4 conversation about my business? Are they specialized?
5 Do you have a specia users group, where oil and gas

6 companies get together and decide what new features we'd
7 liketo seein this gpplication.

8 Once you get to critical mass, it gets more and

9 more difficult to compete in that market because you're
10 not getting any return out of your investment or avery,
11 very small return on your investment.

12 Q. Arethere particular industries that you think

13 Oracleis strongest at smilar to SAP in oil and gas?

14 A. Sure

15 Q. What arethey?

16  A. High tech, high tech manufacturing, for example.
17 Were extremely strong in high tech manufacturing.

18 That's an example.

19 Q. Any others?

20  A. Yesah, | think were pretty strong in banking but
21 s0is, you know -- SAP is pretty strong in banking,

22 retail banks.
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1 There are alot of industries where we're pretty

2 competitive. But you said -- but nothing like SAP's -- |
3 mean, SAP can point to a few industries where it's more
4 or less over, we barely try to compete.

5 Q. What are the other ones SAP has other than ail
6 and gas?

7  A. Ca manufacturers, | think they have al of

8 them, ahundred percent.

9 Q. Arethere-- not necessarily to the level of

10 SAP, but other than high tech and banking, are there
11 other onesthat you think you have, based on your

12 product, a particular advantage?

13  A. Oh, an advantage?

14 Q. Yes.

15  A. | think we have an advantage in alot of

16 different industries, but it doesn't mean that we have
17 the market share. At acertain point you get such large
18 market share, that everyone buys because everyone else
19 bought.

20 Q. Arethere any particular industries where you
21 believe PeopleSoft has the strength, not necessarily up
22 to SAPslevel?
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1 A. No, SAPisunique. SAP has Microsoft's market

2 sharein afew industries.
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4 If you're a hospital, because Lawson's smaller

5 than we are and they're smaller than SAP and they're

6 smaller than PeopleSoft, but they have a very strong

7 reference base inside of hospitals, so they're able to

8 compete very, very effectively insde of hospitals, more

9 effectively than we are or PeopleSoft or SAP. They have
10 more market share. Their sales force is more specialized
11 in hedlth care so they actually have a specialized sdes

12 force for hedlth care. They also have one for state and
13 local government.

14 Q. I'veseen referencesin various places and

15 probably some of your documents, as well, for example, to
16 SAP being particularly strong in manufacturing generaly.
17 Do you agree with that?

18  A. I think -- | think there are -- particularly

19 strong in manufacturing, actualy, | don't. Even though
20 they have -- depends what you mean by "strong.”

21 Q. Not up to the level perhapsthat they arein ail

22 and gas, but their product seems to have agood fit in
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1 heavy manufacturing type of situations.

2 A. Now | know what the problem with my answer was,
3 | dont think their product isthat good in

4 manufacturing, | think their market success has been very
5 good in manufacturing. And it's one of those

6 interesting -- that's how | was answering -- | read your

7 question as, do you think they're redly good in

8 manufacturing?

9 What does "good" mean? Does "good" mean good
10 business success or good product? | think here -- |

11 think we're better in manufacturing than they are. |

12 know we're better in process manufacturing than they are
13 because they don't really have a process manufacturing

14 product, process manufacturing, pharmaceutical

15 manufacturing, food manufacturing.

16 But considering that they don't have a good

17 process manufacturing product -- they would disagree with
18 me, of course -- considering they don't have a very good
19 processing manufacturing product, they've been pretty

20 successful among -- they've been very successful, more
21 successful than we have with process manufacturers.

22 So if that Oracle statement means they are, you
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1 know, tough in manufacturing because they have alot of

2 good references in manufacturing, they're tough to sell

3 againgt in manufacturing, | think we have the better

4 product. But the better product does not automatically,
5 by any means, get you the sale.

6 Q. Arethereindustries where you think you're

7 particularly tough to sell against because you have a

8 critical mass, not perhaps as much as SAP in some bids,
9 but you have a strong base of reference of customers?
10  A. Yeah, the computer industry in general. Sun'sa
11 customer of ours, Cisco is a customer of ours. During
12 the madness of the dot net, the dot com boom, virtually
13 dl of the dot com companies used Oracle applications,
14 got them all.

15 Q. Arethereany particular industries where you
16 think PeopleSoft has particularly strong reference points
17 that gives it something of an advantage?

18  A. Again, not like SAP. They're much closer to us
19 than they areto SAP. In fact, they're not even as

20 close -- again, they're third in ERP. They're behind us
21 inERP. A lot of their scaleisin H.R. They've done

22 okay with service companies. They've done conspicuousy
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1 poorly in manufacturing.

2 Q. By "service companies,” could you give us an
3 example of what you're talking about?
4  A. Oh, an accounting firm, a computer consulting

5 firm.
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19 Q. Now, you said afew times that currently you see
20 in the United States SAP as being the No. 1 competitor.
21  A. Yes.

22 Q. Inthefuture, a some point in time, you see
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1 Microsoft potentidly being it?

2 A. Within 24 months.

3 Q. Who'syour No. 2 competitor in the United States
4 now for ERP?

5 A. PeopleSoft.

6 Q. And measured by what?

7 A. Revenue.

8 Q. Revenue being the size of PeopleSoft's revenue
9 or the revenue of the deals that you go head to head to

10 themin?

11 A. Both.

12 Q. Who would be No. 3?

13  A. Microsoft.

14 Q. No. 4?

15 A. I'mguessing so, do you want me to guess?

16 Q. Your best estimate.

17 A. Lawson. You're talking about the USA?

18 Q. Yes, sdir.

19 On agoing-forward basis, how would you compare

20 Lawson to, say, Microsoft from the standpoint of being a
21 competitor with you in the ERP space?

22  A. Lawson will be very competitive in certain
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1 industries. Microsoft would be competitive across

2 industries.

3 Q. Whowould be your No. 1 competitor for saes of

4 your financia management product in the United States?
5 A. Unquestionably, SAP.

6 Q. No.2?

7  A. PeopleSoft.

8 Q. And, again, are we measuring this based on both

9 the revenue of the individual companies as well asthe

10 revenue that you go head to head for them for?

11 A. Yes.

12 Q. And from the standpoint of your financia

13 management product, who would be your No. 3 competitor?
14  A. Microsoft.

15 Q. And No. 4?

16  A. | don't know.

17 Q. Onyour human resources management application
18 product, who would be your No. 2 competitor in the United
19 States currently?

20 A. No. 2, SAP.

21 Q. Allright, sir, and the No. 1 competitor? I'm

22 sorry, that was No. 1. The No. 2 competitor?
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1 A. No

11 In the United States, from the standpoint of
12 competing in human resources application software,

13 PeopleSoft would be your No. 1 competitor?

14  A. Yes

15 Q. And SAP would be No. 2?
16 A. Yes.

17 Q. No. 3 would be who?

18  A. Microsoft.

19 Q. And!l'll hazard No. 4, who would that be?
20  A. | don't know. Probably one of the outsourcers.
21 I'm guessing it's going to be ADP or someone like that,

22 or Fiddity, though, often we never even see those deals.
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1 One of the interesting problems, to get back to

2 the competitive -- what's wrong with our competitive data
3 and why isit that | say it was wrong more often than

4 it'sright, is sometimes if someone's considering a

5 service, an online service, rather than software, early

6 if they decide to buy a service and they never even

7 consider us, we're never really in the deal. We lost at

8 the conceptud level very, very early on. And they had a
9 beg off between ADP and Fidelity rather than between us
10 and our competitors.

11 Q. Let'stalk about that aminute. ADP and

12 Fidelity are outsourcers?

13 A. Yes

14 Q. Soit'syour testimony or based on your

15 experience in the industry, your understanding, that

16 often in the context of a customer looking on how to deal
17 with their human resources management, that they'll make
18 achoice early in the process that they want to go to the
19 outsourcer route rather than the software route?
20  A. Absolutely.
21 Q. What are the advantages that the software brings

22 over the outsourcer?
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1 A. Somecompaniesreally don't want to relinquish

2 contral, if | can use that expression, to a third party

3 for their H.R. processes. They fed they can do it more
4 efficiently internaly with their own people, and they

5 have to arm their people with high qudity software to

6 automate the process but they want to do it with their

7 own people, they want to do it interndly.

8 Other people say, no, I'm going to get the whole

9 thing, get rid of -- get rid of the people, get rid of --

10 outsource the process. | don't want to worry about the
11 computers, | don't want to worry about the network, let
12 someone else worry about the entire thing.

13 So they'll outsource purchasing or outsource

14 H.R. or they'll outsource payroll. Payrall is very

15 commonly outsourced. | think it's more common -- 25
16 years ago people were outsourcing their payroll.

17 Q. Isthetype of outsourcing that you're talking

18 about here something that's referred to genericaly as
19 BPO outsourcing or something else?

20 A. No, it'sBPO.

21 Q. Doesthe outsourcing that you can get through an
22 ADP or Fiddity, doesit alow you to have the
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1 flexibility in customizing the process to your business

2 processes that you can get by buying your software?

3  A. | don'tthink so, no.

4 Q. Why isthat?

5 A. Wédll, the outsourcer tries to have a uniform

6 process and benefit from economy of scale, so the reason
7 that the outsourcers are in this businessis they can --

8 because they're going to have highly speciaized labor,

9 benefit by economies of scale by processing thousands of
10 payrolls rather than just one. And if every company

11 inssted on their own processes, then that economy of

12 scae would be lost and their ability to deliver a high

13 quality, low cost service would evaporate.

14 Q. Soin the context of a company who wants to use
15 aBPQ, it hasto fit its business processes to the date

16 of services and functionalities that the BPO has rather
17 than vice versa?

18  A. Yeah, there's some adaptability but, yes,

19 ther€'s a constrained set of things that they can handle
20 and you've got to pick from that menu.

21 Q. The BPO services we've been talking about here
22 o far, | think have been in the H.R. area?
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1  A. | think they werereally pioneered in H.R. If

2 you look at payroll as an example of H.R., | can't think
3 of anything that got outsourced sooner, even small

4 companies outsourced their payroll to banks. So

5 payrall's been outsourced for avery long period of time
6 and H.R. isclosdly related to payroll. | think

7 that's-- my belief is that's the most outsourced

8 function currently in U.S. business.

9 Q. What about financia management type services,
10 are they commonly outsourced or not, based on your

11 experience?

12 A. Much less frequently outsourced than H.R.

13 Q. Why isthat?

14  A. Interesting question. I'm not sure there were

15 many good -- | think it was more of alack of good supply
16 than demand. People got into outsourcing of payroll and
17 therewas al these brutal statutory requirements for

18 payroll. If you don't make your payroll on time, the

19 government comes and shuts you down, which is not

20 pleasant.

21 S0 people wanted to have these fail-safe

22 systems. That was the first to get outsourced. | don't
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1 think -- there wasn't much emphasis -- alot people

2 didn't jJump at the opportunity to outsource financia

3 management systems until relatively recently.

4 | would say the first part of financial

5 management -- I'm not sure you want to call it financial
6 management -- to be outsourced is purchasing.

7 Procurement is one of the first piecesto go. There are
8 alot of aspects to financial management.

9 Q. It'sbeen suggested, and | forget whose

10 deposition it was, that financial service -- financial

11 management aspect of this may not be quite as conducive
12 to outsourcing because of confidentiality concerns

13 relating to some of the financial data.

14  A. | think that's a bit of ared herring. It's one

15 of those things that sounds right. It's reasonable to

16 assert, but | really don't -- technology now can keep
17 your information very private, so | don't think it'sa

18 privacy issue. It might be an appearance of privacy
19 issue. Again, asl said, there's lots of different

20 aspects of financial management.
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1 MR. SCOTT: Q. All right, S, you have in

2 front of you what's been marked as Exhibit 8 to your

3 deposition.

4 As | understand it, you're not sure if you've

5 ever seen that exhibit before; correct?

6 A. Correct.

7 Q. Let mejust ask you to take alook at a couple

8 of thingsin here and maybe this will -- if you would

9 look on page 8 of the exhibit.

10 A. Yes

11 Q. Theresachart here that says "Why Are We Doing
12 this" presumably talking about the offer for PeopleSoft;
13 correct?

14 A. Yes

15 Q. Doyou recall seeing this chart or anything

16 smilar to it in the past?

17 A. Wédl, I'm certainly familiar with the reasons

18 enumerated in the chart but | don't know that 1've seen
19 this particular dide.

20 Q. Fair enough. Let'stak about the reasons.

21 Whether you've seen the individua chart or not is not
22 redly materidl.
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1 A couple of them | did want to ask you about.

2 The statement here, "The highly-fragmented applications
3 market isright for consolidation," do you have any

4 understanding of what is meant by that?

5 A. Yeah, theindustry is made up of ardatively

6 small number of what I'll call cross-industry players,

7 you know, the big companies that operate in many

8 different industries and then lots and lots of industry

9 gspecidist players. So they're very large. | don't know
10 how many companies, but there are hundreds of companies
11 that sell applications to large and small business around
12 the United States and around the world. So it's highly
13 fragmented and | think thisis going to consolidate down
14 to amuch smaller number of companies.

15 Q. Thebasisfor that view iswhat, sir?

16  A. | think companies want to buy suites and

17 products. The software -- there are more software

18 companies than there are car companies. The software
19 market, there are just SO many separate companies.

20 Thelife cycle of dl industries looks like

21 this. They're used to be -- actudly, | remember talking
22 to Michad Ddll.
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1 | asked Michael -- there had to be 50 PC

2 companies in the United States in the beginning and
3 Michael said, no, there were 500, there were 500
4 companies making PC'sin the U.S. Now how many are
5 there? There'sHP, Dell IBM, Gateway and Apple; is that
6 acomplete list? Then there's some white box
7 manufacturers that no one's ever heard of. But that'sa
8 pretty complete list of brand manufacturers of PC's.
9 So we aways start out with lots and lots of
10 suppliers and it whittles its way down. Car companies,
11 Chevrolet used to be separate. GM is nothing more than a
12 consolidation of lots of separate car companies. Used to
13 belots of railroads.
14 Q. Inthe context of one of your previous answers,
15 you indicated there were only afew, | think you used the
16 word "cross-industry players.”
17 A. Crossindustry players.
18 Q. Who arethey and what is that?
19  A. A crossindustry player would be someone who
20 sdlIsERPto avariety of different industries.
21 I'll take my favorite example, SAP. SAPisin

22 the il and gas industry where they compete with no one,
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1 arguably. They're in the high tech manufacturing

2 industry, where they compete with severa players,

3 including us. They're in the hospital automation

4 industry, where they compete with Lawson. They'rein

5 the -- and others. They'rein the federal systems, you

6 know, they supply accounting systems to the U.S. Navy,
7 believeit or not, where they compete with AMS.

8 So there are some companies that compete in many
9 industries and there are some companies that have

10 specidized, the smaler companies tend to speciaizein
11 specific industries because they don't have the financial
12 resourcesto go after al of them.

13 Q. Who are the companies currently out there, in

14 your view, that compete across a multitude of industries?
15 A. A multitude.

16 Q. Strike that.

17  A. ERP across amultitude of industries.

18 Q. Let'sput it thisway, who is out there that you

19 would not consider one of the specidty players, that

20 concentrates on one or two or three or a handful of

21 industries, who, as you put it, is a cross-industry

22 player?
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1  A. |Ithink weve named them. The biggest

2 cross-industry players are SAP, Oracle, PeopleSoft,

3 Microsoft, those are the big cross-industry players.
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10 Q. Allright, sir, prior to making the offer for

11 PeopleSoft, were you, in fact, looking at other

12 companies?

13 A. Wearenow. Were still looking at companies.
14 Q. And in the application software arena?

15  A. Absolutely.

16 Q. Who, prior to making the offer for PeopleSoft,
17 who else did you have on your radar screen as a potential
18 acquistion?

19 A. Isthisconfidentia?

20 Q. Yss itis.

21  A. Cerner. Were still looking at them.

22 Q. What is the nature of their business?
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1 A. Cernerisvery strong in the automation of

2 hospitals.

3 Q. Allright. Anyone else? Thisis, again, prior.

4  A. Lawson. Oh, Lawson prior? Yeah, | think I've
5 looked at amost everybody. 1'm not surewho | haven't
6 looked at.

7 Q. Infact, you werelooking at J. D. Edwards at

8 onepoint?

9 A. Welooked at them and decided not to do it, but,
10 yes.

11 Q. Anybody that you're currently looking at in the
12 application software arena?

13  A. | mentioned, obvioudy it depends on -- we're

14 looking at PeopleSoft. Sure, we're looking at Cerner and
15 if PeopleSoft does not go through, we're looking at other
16 application companies.

17 Q. Anybody in particular?

18  A. Sure Lawson.

19 Q. Now, thethird bullet point on the chart here

20 taks about "Management has held discussions with

21 PeopleSoft in the past and has been following the

22 developments at the company.”
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1 A. Bytheway, to go alittle further on this.

2 You've got these broad horizonta players who compete in
3 many industries.

4 Q. Right.

5  A. Then these brought horizontal players find

6 compstitorsin each of the verticals, aswell. So

7 PeopleSoft competes in hospitals, so does Lawson compete
8 in hospitals, so does Cerner compete in hospitals.

9 If you looked in banking, you'd find specidist

10 companiesin banking, speciaist companies in insurance,
11 speciaist companies in manufacturing, speciaist

12 companiesin al of these areas that compete, and that

13 givesyou this mosaic of -- of -- this mosaic of how the
14 industry -- how the industry's software markets are

15 divided up.

16 Q. Who are the specidistsin banking?

17 A. | don't even know their names, but I've actualy
18 looked at them recently, looked at their products

19 recently. And we are, in fact, just full disclosure, we

20 arelooking at the speciaty companiesin banking right

21 now as potentia acquisitions.

22 Q. How about insurance, who are the specialty
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1 people there?

2  A. | don't really know the names of the specialty

3 companies. But we do have reports -- we are now going
4 through a process -- to give a full answer to your

5 previous question who are we looking at, we're looking at
6 avariety of specialist companies. If we can't buy --

7 there'stwo ways to attack this, to get to scale, you can

8 buy one of the big cross-industry players or you can buy
9 anumber of the specidists. They are -- if you will,

10 there's some equivalency there.

11 Q. The-- when you said there's some equivaency
12 there by buying some of the smaler players, I'm not sure
13 what you meant.

14  A. If we can't buy PeopleSoft, for example, we can
15 buy Cerner and a banking specialist and an insurance

16 specidlist and, you know -- if we fedl -- if | feel we

17 need to get to scale to compete successfully with

18 Microsoft, and do | fed that, then if PeopleSoft doesn't
19 go through, we till have the same problem, we still have
20 to get to scale somehow to compete with Microsoft.

21 So we then have to change our acquisition

22 targetsto be a series of different companies in specific
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1 verticds.
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2 MR. SCOTT: Q. Thefourth bullet point here

3 says, "J. D. Edwards transaction drove the timing,”

4 referring to the offer of PeopleSoft.

5 Do you have any idea what that means?

6 A. Oh, yeah, | know exactly what it means.

7 When PeopleSoft announced the acquisition J. D..

8 Edwards, our preference would have been to buy PeopleSoft
9 and not buy J. D. Edwards. That's what we wanted to do.
10 So wetried to buy PeopleSoft before J. D. Edwards

11 closed, that's what we attempted to do.

12 Q. Let meask you, in the same document, Exhibit 8
13 to your deposition, to look at page 28. At the top

14 there's a chart there that refers to "Restructuring Plan

15 and Expenses.”

16 Just so the record's complete, do you recall

17 having seen this chart or something smilar to it

18 previoudy?

19  A. Wéel, I'm sure I've seen something similar to it

20 in terms of the overdl plan for the acquisition, but |

21 don't think I've ever seen this specific presentation.

22 Q. Allright. There'sanumber here that says
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1 "Oracle has budgeted for $950 million, 15 percent of the

2 transaction value, for cash restructuring expenses." Then
3 it goes on and has some break outs of severance costs,
4 facility costs and retention packages.

5 Do you see that?

6 A. Yes|do

7 Q. Haveyou seen numbers smilar to that in the

8 context of post-merger planning?

9 A. Yes

10 Q. Inwhat context have you seen such numbers?
11  A. Theplan we submitted to the board of directors
12 to get their approval to make an offer to buy PeopleSoft.

13 Q. Do you know who developed those numbers? First,

14 let me back up.

15 Was the number that you saw for structuring
16 expenses 950 million?

17  A. That was -- that's the extreme worst case.
18 Q. | seeat the bottom there's arange of 730 to
19 950 million --

20  A. That's correct.

21 Q. -- restructuring expenses.

22 That's what you understand the plan is?
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1 A. Yes

2 Q. Thispart of the plan, the restructuring
3 expenses, who developed that?
4 A. SafraCatz.
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22 Q. Arethosediscussion -- let me ask you to take a
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1 look over a Exhibit 11, which is a'so a multi-page

2 document. This one's headed "Executive Overview of Lake,
3 Prepared in Advance of 11/1/02 Mesting," and has

4 identification numbers ORCL-EDOC-00144396 through

5 ORCL-EDOC-00144409 and ask you if you've seen that
6 before?

7 A. Havenot seenit.

8 Q. Now, the second document | gave you, Exhibit 11,
9 has adate of November 1<t, '02 and refers to a meeting.
10 Is that the time frame that you folks were first

11 looking at Lawsons as a potential acquisition partner?

12 A. I'mnot certain how soon we looked -- what the
13 soonest we looked at Lawson. | think I've been watching
14 them for along time, I'm sure more than two years, or

15 more than -- more than two years so before this exhibit.

22 Have you had discussions with Ms. Catz from the
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1 period January 1, '03 to the present, about potentially

2 purchasing Lawsons?

3 A. Yes

4 Q. And over what period of time were those
5 discussons ongoing?

6 A. Uptoandincluding very recently.

7 Q. HasLawsons been approached?

8 A. Again, | believe they are an eager sdller.
9 Q. Why do you bdieve that?

10 A. That'swhat | was told.
11 Q. By Ms. Catz?
12 A. Yes.
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8 A. Okay.

9 Q. Now, theré'sasummary part there that under it
10 has, among other things, what appear to be a description
11 of industries in which Lawsons focuses or has had some
12 success; health care, public sector, professional

13 services, particularly, this says, in the aerospace and

14 defense industries, financial services and retail.

15 Do you see that?

16 A. Yes.

Ellison 01-20-04

138



00218
1 This question is, does this flesh out or help

2 you remember what sectors or industries Lawsons --

3 A. Yeah

4 Q. --ismoreof aplayerin?

5 A. | think | testified they were particularly

6 strong in hedlth care and public sector, that's what |

7 sad earlier

8 Q. Let meask you to take alook at the page that

9 endsin 4378. | think it's actualy numbered page 2.

10 There's a-- down at the -- it describes the

11 "Revenue Synergies." There's a heading there for that.
12 Below that there's aline item under point 2, where it
13 says"Mid Market, Lake," referring to "Lake's customer
14 base is segmented with the bulk of its strength in

15 companies having revenue between 100 million and 1

16 hillion."
17 Do you see that?
18 A. Yes.

19 Q. Isthat consstent with your understanding of
20 the customer base that Lawsons currently has?

21  A. Yesah, but | think that really applies to the
22 vertica that they'rein. If you are very strong --
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1 again, they'rein anumber of industries, they'rein

2 professiona services, but if you look at their primary

3 industries, hedlth care, there aren't any giant heath

4 care hospitals, there aren't any giant hospitals,

5 hopefully there aren't any local giant governments.

6 Same thing, professiona services. Again, o

7 their strongest industries, the first two, they'rein a

8 variety of industries -- professiona services, financia

9 services, retail -- the industries where they've been

10 most successful tend to not have giant companiesin it.
11 Q. Theterm here "mid market," does that term have
12 any meaning to you in the context of software

13 applications?

14  A. Yes, it hasmeaning to methat I'd like to

15 explain what | think it means.

16 Q. Sure. That was going to be the next question,

17 what meaning does the term "mid market" have you to you
18 sir?

19  A. It means smaller companies or not the Fortune
20 1,000, not the Fortune 2,000, something like that.

21 The interesting thing about mid market is -- or

22 no one really develops products for -- | would argue we
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1 dl develop one product and we sdll that product to the

2 largest hospitals, the smallest hospitals, the largest

3 manufacturers, the smallest manufacturers.

4 So we tend to develop one -- PeopleSoft sells

5 the same H.R. product to the largest companies in the

6 world, Genera Motors, to the smallest company that buys
7 H.R. It'sthe same product.

8 S0 in the sense of product -- in the sense of

9 product, there is no distinction between large and small.
10 Q. From the standpoint --

11 MR. RILL: Let him answer, please.

12 MR. SCOTT: Q. Go right ahead.

13  A. From the point of view of marketing, who you

14 I to, if you specidize -- if you specidize, you

15 might just for reduction of markets, specialize a certain
16 scale of company. But we all tend to develop one product
17 and sdll that product up and down the line.

18 Q. Would aLawson's product have the same

19 functional attributes that yours does from the standpoint
20 of what its ERP suite is capable of performing?

21  A. Asl sad earlier, they might be better suited

22 ERP wise for hospitals than we are for certain -- in
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1 certain industries, and we might be -- | know were

2 better suited in other industries like high tech

3 manufacturing than they are. So some things we're better
4 at and some things they're better at.

5 | think if you drew a picture of the industry,

6 cross-industry players, you'd find industry speciaists

7 that were quite strong with ERP suites in most of the

8 industries that we compete in.

9 Q. DoesLawsons have the capability to support

10 international operations to the level that yours do

11  A. Sure. Would they have the multi-currency and
12 multi-company capabilities that we have. The answer is
13 yes.

14 Q. Do they havethat in as many countries asyou
15 do?

16  A. | doubt if they have it in as many countries as

17 we do.
18 Q. Why do you doubt that?
19  A. Weoperate in some pretty obscure countries, but

20 | don't know for afact that they don't.
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6 MR. SCOTT: Q. All right, sir, you have in

7 front of you a document which has been marked for

8 identification purposes as Exhibit 15 to your deposition.

9 Itisadocument Form 10K for Fisca Year ended May 31,
10 2000, Oracle Corporation.

11 And | don't know, in this time period were you

12 chairman or CEO or both?

13 A. Both.

14 Q. Soyou would have signed this on behdf of the

15 company?

16 A. Yes | think thisis present Sarbanes-Oxley.

17 I'm not sure we signed these in those days.

18 Q. Inany event, it would have been reviewed by you
19 beforeit went out?

20  A. Absolutely.

21 Q. Allright, gr, if you would look in the

22 document on page 9 of 66 and about under -- there'sa
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1 No. 5, then there's a paragraph under that, it startsin

2 mid sentence, "The data warehousing market."

3 Do you see that?

4 A. Yes | do.

5 Q. Below that there is -- about the third line,

6 about a quarter of the way in there's a statement that

7 says"In the application server market, competitors

8 include International Business Machines Corporation and
9 BEA Systems, Inc."

10 Do you see that?

11  A. Yes | do.

12 Q. Those were people that you were competing with
13 in the -- in the data base side of the business?

14  A. Right. Thosewere our largest competitors,

15 that's correct.

16 Q. It goeson to state here, "In the business

17 application software market, competitors include J. D.
18 Edwards, PeopleSoft, Inc., and SAP," and | won't begin to
19 try to pronounce the German word that goes behind that.
20 A. Something "chellschaft".

21 Q. I'll take your word for it.

22 Do you see that?
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1 A Yeah

2 Q. Now, the business application software market

3 that'sreferred to there, what is that?

4  A. | think what's meant by thisis ERP market, just

5 in context, because the CRM -- the ERP -- the largest ERP
6 players, because the CRM players and some of the other
7 players are identified separately in the next sentence.

8 Q. The next sentence goes on to state that the

9 company continues to compete in these traditional

10 markets. Isthat the traditional market --

11  A. ERPisolder than CRM.

12 Q. Sothat would be what you're referring to by

13 "traditional markets' here?

14  A. Yes thosearealist of our largest ERP

15 competitors.

16 Q. It goeson, says, "Aswell as some new rapidly

17 expanding markets like the CRM, procurement and supply
18 chain marketplaces where competition includes Siebold

19 Systems, Ariba, Inc., Commerce One, and i-2

20 technologies."

21 Do you see that?

22 A. Yes, | do.
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1 Q. Whenit sayshere, "In rapidly expanding -- new

2 rapidly expanding markets like CRM procurement, supply

3 chain, marketplaces," what do you mean by "new" in the

4 context of this?

5 A. What do you mean by "markets'?

6 Q. What do you mean by "markets'? It's your

7 document.

8 A. The products, the CRM products, the software

9 products for automating sales forces, was pioneered by

10 Siebd so they came out with those products before anyone
11 dsedid.

12 Ariba pioneered a product that automated

13 entering purchase requests on the Internet. Commerce One
14 pioneered a product that allowed reverse auctioning for

15 buying things. 12 pioneered supply chain automation, o
16 they pioneered products. Sometimes we get products and
17 markets confused. These are product aress, asis ERP.
18 Q. Allright. So now in thistime period, 2000,

19 May 31, 2001, you say that J. D. Edwards, PeopleSoft and
20 SAP, were your largest competitors in the ERP products?
21  A. Thelargest companies that sold ERP in addition

22 to ourselves, yes.
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1 Q. Who esewere you competing with for ERP sales

2 in thistime frame?

3  A. Okay. I'll go back towhat I think isan

4 important point.

5 The largest ERP companies, by virtue of their

6 size, are able to compete in avariety of industries. |If

7 you look at an Oracle or -- SAP isthe largest, they'll

8 compete in the most industries. They'll bein oil and

9 gas and automobile manufacturing, they'll be in banking
10 andinsurance. And they're the longest list of

11 industries in which they compete.

12 We're second, PeopleSoft is third, J. D. Edwards
13 isinteresting, then Lawson competes in fewer industries.
14 So asthe size of the company scales down, they're

15 economicaly able to compete in fewer and fewer

16 industries and you get a bunch of industry speciaists,

17 down to the point -- so if you drew a picture of the

18 people who had ERP systems, you've got the big companies
19 who compete in many industries, then a variety of

20 different specialists that compete -- because they can't,
21 you know, they don't have the resources to compete in

22 every industry on earth, they'll specidizein a
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1 particular industry.

2 Q. When you say some of these companies like

3 Lawsons, for example --

4  A. Lawsons, asan example.

5 Q. Let meget the question out. We're talking over

6 each other now and she's going to get very upset with

7 both of us, if she hasn't already today.

8 When you're talking about a company like Lawsons
9 as not being financialy able to compete in alot of

10 industries, what do you mean by that?

11 A They'renot big enough. They can't spend the

12 R&D dollars to compete in every industry. However, for
13 example, they are our most formidable competitor in

14 automating hospitals. They are among our most formidable
15 if not our most formidable in state and local government.
16 They're strong in retail aswell, but -- there are some

17 others.

18 They will take a smaller number of industries to

19 compete in, down to some companies who compete in just
20 oneindustry: JDA, ReTech, Tomax, there are a variety of
21 companies that just compete in the retail industry.

22 Q. When you say they don't have the financia
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1 wherewitha to do the R& D necessary to compete in more

2 than one industry --

3  A. TheR&D, the marketing, the sales. It'sredlly

4 more than just the R&D

5 Q. Let'stakethe R&D pieceof it. What isit

6 about, for example, Lawsons from the standpoint of its
7 R&D capahility that keeps it from competing in more

8 markets, more industries than the ones you've described?
9 A. It probably isless a matter for them an R&D

10 issue. They could add, in fact, they used to competein
11 moreindustries. It's a matter of your sales and

12 marketing resources.

13 Y ou have to concentrate on a smaller number of
14 industries where you have good references back to the
15 salescycle. You need to be a credible vendor, in order
16 to get to critical massin the industry those references
17 arecrucid in sdlling. You have to be able to care for
18 -- you have to train the sales force, have a concentrated
19 marketing program. It's very expensive to market your
20 productsto 20 or 30 separate industries.
21 That's why we have a picture -- that's why the

22 picture looks like it does. The biggest company, SAP, is
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1 inthemost industries. The second biggest, Oracle, is

2 the next second biggest ERP vendor. | believe were the
3 second biggest ERP vendor. An awful lot of PeopleSoft
4 revenue comes from them being an H.R. specidist.

5 So as an ERP vendor, | think we're clearly No. 2
6 and werein more industries than they are, then it would
7 go down.

8 Q. What you've described of Lawson, its financial

9 wherewitha and ability, therefore, to competein a

10 number of industries, isthat -- the question and answer,
11 | think, were framed in the context of talking about

12 sales of ERP.

13 A. Yes

14 Q. Would those same principals apply to sales of

15 H.R. and financial management applications by themselves,
16 that if you don't have the financial resources available,
17 you can't compete across all industries?

18  A. It makes senseto specidize. Infact, that's

19 just what the industry -- what the industry map looks

20 like

21 Y ou have as rdlatively small number of

22 cross-industry players that we compete with, then a
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1 variety of specidists that we compete with. For

2 example, there are specialists -- | keep coming back to
3 Sweden, | don't know i pick on Sweden. There are
4 specidists who sdll ERP in Sweden.
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16 Q. It goeson to state that the company continues

17 to compete in these traditional markets, referring to

18 ERP, aswell asin some newer markets, such as CRM,
19 procurement, supply chain, planning. Our competitors

20 include Siebold Systems, Ariba, Commerce One, Inc., and
21 i-2 Technologies.

22 Do you see that?

Ellison 01-20-04 152



00244
1 A. Yes, | do.

2 Q. Canyou think of anything that had occurred, any

3 change that had occurred from the previous year regarding
4 who you were seeing as a competitor from 2000 to 2001,

5 when your respective 10K's were filed?

6 A. Specifically in ERP?

7 Q. Yes, sir.

8 A. Notredly.

9 In some years SAP got alittle bit stronger,

10 some years SAP got alittle bit weaker, same true of

11 PeopleSoft. | think, if anything, J. D. Edwards trended

12 wesker consistently over the years. Specidlists, some of
13 of the speciaist companies trended stronger. So the

14 retail specialists or a government, federal government

15 specidist or hedlth care specidist, the specidists

16 have been tending to get alittle bit stronger.

17 Q. Do you recdl any new specidists coming online

18 between 2000 and 2001 when your respective 10K's were
19 filed?

20  A. | think -- | think about that time Tomax got

21 fairly strongin retail.

22 Q. All right, sir, you can put that one aside.
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1 (Marked Deposition Exhibit No. 17)

2 MR. SCOTT: Q. All right, sir, you have in

3 front you of what's been marked for identification

4 purposes as Exhibit 17 to your deposition. Itisa

5 multi-page document. It's 88 pagesin length, the Form

6 10K for Oracle Corporation for the fiscal year ending May

7 31, 2002.
8 Do you see that?
9 A. Yes

10 Q. If youwould, turn over to page 9 of the

11 document. Now, it states here, "In the applications

12 software market, our primary --" under the heading

13 "Compstition" "-- our primary competitors include SAP,
14 Siebd Systems and PeopleSoft."

15 Do you see that?

16 A. Yes.

17 Q. Doyou know why J. D. Edwardsis no longer
18 making an appearance?

19 A. Ealier| said J. D. Edwards was dowly trending
20 weaker, but | think we've -- the fact iswhat we redly
21 did was -- we used to separate ERP and CRM and now we

22 just have ceased to make that distinction. We now have
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1 just business applications software and we have a habit

2 of dways listing our three largest competitors.

3 So when you take the three largest competitors
4 across ERP and CRM, they are, in order, SAP, Siebd and
5 PeopleSoft. J. D. Edwards just didn't make the cut.

6 Q. Sebd, inthistime frame, they weren't selling

7 afully integrated ERP product?

8 A. They were sdlling -- they were selling CRM and
9 PeopleSoft was sdlling ERP.

10 Q. Allright, sir.

11 (Marked Deposition Exhibit No. 18)

12 MR. SCOTT: Q. All right, dir, you havein

13 front of you a document, what's been marked for

14 identification purposes as Exhibit 18 to your deposition.
15 It's a multi-page document, 83 pagesin length, a Form
16 10K for Oracle Corporation filed for the fiscal year

17 ending May 31, 2003.

18 Have you seen this before?

19 A. Yes.

20 Q. | guessnow, by thistime Sarbanes-Oxley is
21 there and you probably had to sign this one?

22 A. Inblood.
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1 Q. Allright. So, now, if you would look over in

2 the "Compstition” section, it states there --

8 MR. RILL: What page?

4 THE WITNESS: Page number?

5 MR. SCOTT: I'm sorry, page No. 10. I'll start
6 agan.

7 Q. If youwould look at page 10 of Exhibit 18 where
8 it states, "In the highly fragmented applications market,
9 we compete against Microsoft, PeopleSoft, SAP, Siebel
10 Systems and many other applications providers, aswell as
11 outsourced and in-house solutions for customers.”

12 Do you see that?

13 A. Yes

14 Q. Now, firg of all, we seem now to have gone

15 beyond listing your top three competitors, haven't we?
16 A. Yes.

17 Q. Do you know why that is?

18 A. No.

19 Q. Do you know who drafted this portion of the

20 document?

21 A. No.

22 Q. Do you know why the wording has changed from
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1 previous years?

2 A. | could guess.
Q. Don't guess.
Okay. | won't guess.

Do you know?

> o »

3
4
5
6 No.

7 Q. Didyou review this language before you signed

8 the 10K?

9 A. | reviewed the language.

10 Q. Anddid you raise any questions about the

11 language as to why it had been changed from previous

12 years?

13 A. No.

14 Q. Now, had the degree of fragmentation in the

15 applications market changed from to 2002 from 2003?

16  A. | don't think so. | mean, there are some small

17 companies disappeared and some new companies showed up
18 but I don't think it was any more fragmented, no.

19 Q. Hadyou begun -- had the competition you were

20 seeing from Microsoft changed from 2002 to 2003?

21 A. Yes

22 Q. Inwhat way?
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1 A. Microsoft had made two acquisitions. It was now

2 publicdly stating their strategy and talking about, you

3 know, Project Green to whomever would listen. So it

4 became very clear to us by now that Microsoft was taking
5 the ERP and CRM markets very serioudy and they were
6 going to be -- they were spending alot of money on it

7 and they were going to be a very formidable competitor

8 because we competing against Microsoft and data base and
9 they were now entering this market.

10 Q. Totheextent to which you saw competition from
11 outsourcers change from 2002 to 2003?

12 A. Yes, definitely.

13 Q. Towhat degree?

14 A. | think business process outsourcing had become
15 avery hot topic, probably a hotter topic than actualy

16 people signing big dedls, but everyone was talking about
17 it. And that was a concern because if people outsource
18 their H.R., if they outsource purchasing, if they

19 outsource accounts payable, they're not buying any

20 software, they're buying the online service.

21 So that was the industry somewhat reshaping,

22 that, plus the entry of Salesforce -- the shocking
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1 success of Salesforce.com across the board, in very short

2 order.

3 And you can call them -- | mentioned there's

4 multiple kinds of outsourcing, that is not business

5 process outsourcing, that is computer outsourcing and

6 software outsourcing, the software's as a service.

7 That's not business process outsourcing, that's

8 software as a service where you don't buy the computer,
9 you don't ingtal the software, just your employees use

10 the software online on the Internet as a service. Very
11 low cost of ownership, very aggressively priced, very

12 innovative idea

13 So you combine business process outsourcing with
14 software as a service and we see awhole new generation
15 of competitors, very different than competitors we dealt
16 with in the past.
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1 Q. Now, from the standpoint of if | wanted to

2 document from your records how much -- how much more
3 often you were seeing outsourcing as a competitive

4 dternative being raised to your potential customers for

5 application software, how would | do that?

6  A. | don'tthink you'd seeit in our documents. |

7 think you would see it in the macro economy because, as |
8 sad earlier, it's worth repeating, once someone decides

9 to outsource, they're not going to do a software

10 evduation. They'll never cdl usin to evauate -- it's

11 not a prospect that we will lose, we won't even be

12 considered and the other software companies won't be
13 considered.

14 Q. From the standpoint of the increasein

15 competition that you think is there from an outsourcer,

16 isthat financial, in the financial areaor the H.R.

17 area, or isthere a difference?

18  A. It'sactudly specificdly in both. Those are

19 the two most mature areas in software and those are the
20 two areas that we've seen aggressively outsourced.

21 Q. Where have you seen the most increase in

22 competition, financials or H.R.?
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1 A. Themostincrease, | would say the biggest

2 increase isin the procurement side of financids, then

3 H.R., then the rest of financials, so the buy side of

4 financias. But that's my sense of what's going on,

5 there are studies that document this.

6 Q. Itstatesherein, again on page 10 of Exhibit

7 83[sd], that you compete as well as with outsourcing,

8 in-house solutions for customers.

9 Do you see that?

10 A. Yes

11 Q. What doesthat mean?

12 A. Dependsalot on the country, but if you go

13 to -- if you want to stick strictly to the United States,

14 big companies will build their own financia systems.

15 You'd be surprised how many very large companies, very
16 large companies are running on financials where they

17 wrote the software themselves. It's especidly truein

18 Japan.

19 Q. Soareyou saying -- does this mean that you're
20 seeing customers looking at the option of building a new
21 system now or they have a system they built some years

22 ago?
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1  A. Not many arelooking to build an in-house

2 financid system. They might be looking at building an
3 in-house web store. They till build alot of in-house
4 products but | don't think that many build in-house

5 financials and in-house H.R.

6 Q. What about an ERP suite, do you think that -- do

7 you have -- are you running into potential customers are

8 building their own in-house ERP suite?

9 A. | dontthink so.

10 Q. Why wouldn't they build their own, for H.R.
11 financia or --

12 A. It'sjust -- well, because you can buy adequate
13 products externally and | think in most countries that's
14 recognized, certainly in the United States it's

15 recognized.

16 Q. Would it be a cheaper proposition to buy rather
17 then build?

18 A. Oh, absolutely. Nonetheless, in Japan they

19 seem -- they continue to build alot of stuff custom.
20 Q. Let meask you to take alook, if you would,
21 back at Exhibit 17 to your deposition.

22 Look at page 8 of the document.
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1 A. PageS§, okay.

2 Q. Now, are you familiar with the term "Generd

3 Business Market Segment”?

4 A. Yes.

5 Q. What does that mean?

6 A. It'show we organize our sales force.

7 Q. And it states here in the document under the

8 heading "Key Market Segments, we sell our productsin
9 three key market segments, the enterprise business

10 market, the government market, and the general business

11 market."
12 Do you see that?
13 A. Yes.

14 Q. And the "government market" means what? What
15 doesthat include?

16  A. It'show we organize our sales force. We have a
17 sdesforce that sellsjust to the government, we have a

18 sdesforcethat sellsto very large businesses, and then

19 we have a sales force that sells to everybody else.

20 Q. Doesthe government product that you sdll, is

21 that functiondly different from your commercial product?
22 A. No.
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No.
The enterprise business market --

Used to be, but it isn't now.

o >0 >0

What was the change, and what did it occur?

3
o o A W N DN
3

A. Years ago, our data base used to have specia

7 security facilities just for intelligence agencies and

8 now all those facilities are in the standard version of

9 the data base.

10 Q. The documentation goes on to state here, that we
11 define the enterprise business market segment as those
12 businesses with total annual revenues over specified
13 amounts.

14  A. Right.

15 Q. Theseamountsvary by country, athough we
16 define enterprise business in the United States as those

17 businesses with total revenues of more than abillion

18 dollars.
19 Do you see that?
20 A. Yes.

21 Q. It goeson to state, "In the enterprise business

22 market and government market segments we believe that the
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1 most important considerations for our customers are

2 performance, functiondity, availability and product
3 reiability, ease of use, quality of technical support
4 and tota cost of ownership including the initia price

5 and deployment costs as well as ongoing maintenance

6 costs.”
7 Do you see that?
8 A. | do.

9 Q. Now, in that context what does the term

10 "functiondity" mean?

11  A. What the products do. It's a pretty long list

12 of things that are -- everything that could be important,
13 other than | think the term "relationship.”

14 Q. All right. It goeson to gtate in the next

15 sentence, "We define the general business market segment
16 asthose smaller than the enterprise businesses. In the
17 genera business market segment, we believe that the
18 principal competitive factors are strength and

19 digtribution in marketing, brand recognition,

20 price/performance characteristics, ease of use, ability
21 to link with enterprise systems and product integration."
22 See that?
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1 A ldo.

2 Q. Why do you -- why do you define different

3 competitive factors for the two different aspects of

4 this, enterprise versus general business?

5 A. | think there are differences. | don't agree

6 with what this says, but -- | shouldn't say | don't

7 agree. | don't disagree either.

8 Thisisafairly long list of things. It'sa

9 funny answer. We organize our sales force into companies
10 that, more than a billion and companies less than a

11 hillion.

12 Typically the reason we've separated the sales
13 force -- the reason we separate the sales forceisa

14 large company goes through a much more detailed

15 evauation process than the smaller companies. Smaller
16 companies let's say rely more heavily on references.

17 They haven't got the technical specidists to go ahead
18 and look at the products in detail.

19 Q. When you say the larger companies look at the
20 product in more detail, what exactly does that mean?
21  A. Wdll, they have alot of computer scientists.

22 If you're General Motors, if you work for -- General
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1 Motors has lots and lots of people in engineering and

2 they spend along time testing your product, looking at

3 thetechnica details of your product, fly out to

4 headquarters for meetings. They'll judge you on your

5 ongoing relationship over -- you have an existing

6 relationship with the company, the company is very, very
7 large. They'll judge you as a vendor and how well you

8 supported them in the past.

9 I'll call that relationship things. They have

10 experience with you. It'savery different sales process
11 sdling to alarge company where you have an ongoing
12 relationship versus a smaller company where they -- you
13 might have never done business with them at al. They're
14 seeing you for the first time, they don't have alot of

15 technical specialists to do a deep-dive technical

16 evauation of your product and they'll rely very heavily
17 on references.

18 So then | -- that's how | would describe the

19 differencesin those markets. And the reason we have two
20 different salesforces is because the sales processis

21 different.

22 Q. Thelarger companies that you've talked about in
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1 the more detailed process, if it's anew customer in a

2 larger company, are they likely to go through the same

3 process with you?

4  A. Wehaveno -- al large companies are Oracle

5 customers, just like dl large companies are Microsoft

6 customers. Every large company in the world uses our

7 data base.

8 Q. I'mtalking about the application software now.

9 A. Sosay, ask the question again.

10 Q. For the application software, if you're selling

11 application software to alarge company, are they going
12 to go through the same detailed process of evauating

13 your product?

14 A. Yes

15 Q. That even though they may be a new customer to
16 you than somebody who'd had a relationship with you, the
17 type of -- the type of analysis that you described a few
18 moments ago?

19 A. Thelarge companieswill do a detailed

20 evauation. All large companies are Oracle data base

21 customers. Large companies will do a detailed analysis

22 of the next version of our data base even though they
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1 havetherightsto useit. They just have the resources

2 to do atechnical evaluation and seeif it's worth --

3 that they should bother to upgrade to the next version of
4 the product.

5 They have a much larger planning horizon.

6 You're dedling with a very large technical organization.
7 1 don't know if I'm being clear, that they have an

8 impression of Oracle as a supplier and how good is our
9 support organization, how responsive is our saling

10 organization at getting questions answered.

11 Itsalittle bit what I'll call relationship

12 management selling. The sales cycles tend to be much
13 longer, the transaction sizes tend to be larger. You're
14 deding with alarge group of technica specidistsin a
15 large company.

16 In asmaller company, it's avery different

17 sales process, they don't have that same depth of

18 technical knowledge inside of the company. They'll rely
19 more heavily -- they'll make their decisions more quickly
20 usudlly, they'll rely much more heavily on references,
21 trying to find a company that looks like theirs and if it
22 worked at that company, they'll -- they'll be -- they'll
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1 tryit.

2 Large companies tend to be early adopters of new
3 technology. Government agencies tend to be aggressive
4 early adopters of new technology. One of our first

5 customers was the Central Intelligence Agency.

6 Q. Theprocessthat you've just described and large
7 companies looking at your product was in the context of
8 data base products; right?

9 A. Application products aso, both, everything.

10 Q. Isthere adifference between how the smaller,
11 thelessthan abillion dollar companies, review or go

12 through the sales process with your application software
13 as opposed to the larger companies?

14  A. Exactly what | said appliesto applications and
15 technology, in one case we're redlly selling to -- we're
16 sdling to a very wedlthy, technically-sophisticated

17 group of people insde of abig company that will want to
18 do adetailed look and do their own analysis.

19 Smaller companies will have to rely on othersto
20 have done that analysis for them. They might use

21 research reports, they might -- but primarily they'll

22 rely on references.
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1 Q. Isyour salesforce for application software

2 broken down between large and smaller companies using
3 thisone billion dollar guideline that's in the 10K?

4  A. I'mnot sureit'sabillion dollars anymore, |

5 think we've moved that but the answer isyes. We have --
6 plus the quotas are different, the compensation packages
7 might be different. Soit'sjust avery different

8 sdlling process. But, yes, we have one sales force that

9 sdlsto large companies, a different sales force that

10 sdlsto other companies because the sales processis

11 different. The product'sidentical.

12 Q. Isthe customer's needs, the larger versus

13 smadller, identica? For example, are the larger

14 customers, using GM as an example, more likely to

15 customize your software to fit their business processes
16 than the smaller customers?

17 A. Absolutely.

18 Q. Aspart of the simple -- the more complicated

19 process that goes through the larger companies, at |east
20 for the purposes of this 10K, the line was drawn a

21 billion dollars, isit them determining whether your

22 software can be modified to meet their business
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1 processes?

2 A. Onthelarger companies, yeah, they'll --

3 everyone's software -- | shouldn't say everyone -- not

4 the software that's offered as a service, but the pure

5 software companies, al the software can be modified. It
6 was designed for ease of modification.

7 Q. What I'm asking is, is the more complicated

8 process for purchasing application software in the larger
9 companies the over billion dollar companies, that process
10 isdesigned to determine how well your software can fit
11 its needs as part of the customization process?

12 A. Yeah. They'll do agap andysis. They'll say

13 what we do, what features do they need, what features are
14 standard with our product and how easy isit, are there
15 any features missing. Those are gaps, and can those

16 features be easily put in, either by them or by us.

17 Q. Now, the companies, again, at least for the

18 purposes of the time frame of this 10K, Exhibit 17, are
19 wetaking under a billion dollars?

20 A. Yes

21 Q. They'renot aslikely to customize their

22 business processes?
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1 A. Tooexpensive.

2 Q. Sothey don't need to test as much?

3 A. They can't afford to doit. They can't afford

4 to do the -- they don't have that huge engineering team

5 that works for them, so without that huge engineering

6 team, they can't do the same kind of detailed eval uation.

7 They can't afford to heavily modify the software. It's

8 just avery different -- they've got identical software

9 both places, but they've got to evaluate it differently

10 and useit differently.

11 Q. Now, the people -- are there other differences

12 besides the customization aspect of the smaller companies
13 versusthe larger ones? Again, at least as of the time

14 frame of Exhibit 17, you guys used one billion dollars as
15 aguiddine?

16  A. From atechnica standpoint?

17 Q. Yes.

18 I'm talking about application software sales.

19  A. Wédl, theres more of awillingnessin asmaler

20 company to adapt their business processes to the software
21 as opposed to adapting the software to the business

22 processes.
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1 Q. Isthat afunction of cost again?

2 A. Yeah. Wél, therich companies can afford to do

3 more to the software than the smaller companies.

4 Q. From the -- I'm sorry, go ahead.

5 A. Sothe same reason why the wealthy companies can
6 afford to buy best of breed products and integrate them

7 dl together. They've got huge, huge I.T. budgets the

8 smaller companies don't.

9 Q. Now, inthe context of the smaller companies,

10 again, at least as of Exhibit 17, using one hillion

11 dollars as a cut-off and under it, are the smaller --

12 strike that.

13 Would it be, from the standpoint of the larger

14 companies, people who want to customize the software to
15 meet their business processes, since they are larger,

16 many of them multi-nationd, is it likely it would be

17 more expensive for them to change their processes than it
18 would be the companies of under a billion dollars of

19 revenue?

20 A. Were actually going through a C-change right

21 now where even the large companies -- it's been so

22 expensive for them. They've had two problems. Oneis
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1 they've made huge investments in customizing the software

2 and then they mind themselves marooned in the old version
3 of the software.

4 Let's say -- back to an earlier discussion we

5 had -- you bought PeopleSoft 7, made alot of changesto
6 it. Here comes PeopleSoft with Version 8, good news,

7 better product. You'd like to move into PeopleSoft

8 Version 8. Unfortunately, there's no easy way to do that
9 because you're really not running PeopleSoft version 7,

10 you're running your own unique, heavily modified version
11 of PeopleSoft verson 7.

12 So there's -- dl that automation to help you

13 get from 7 to 8 is worthless because you're not running 7
14 you're running the General Motors version of PeopleSoft
15 7, which is heavily modified. And even the biggest

16 companies find it problematic, not about -- they can't

17 take advantages of new versions of software and that

18 is-- that's adamming Situation to find yourself in so.

19 So our largest customers right now and our

20 largest customer's Genera Electric, and where we

21 automate say G.E. Medica or G.E. Power, they put in our

22 E-business suite with no modifications whatsoever.

Ellison 01-20-04 175



00268
1 So you're seeing companies moving, having tried

2 best of breed and doing all that systems integration,

3 saying thisis very unattractive, having tried heavily

4 modifying the software, saying thisis very unattractive,
5 you know, and going -- so the new trend isto go to

6 suites and to go to unmodified software, what we call

7 vanilla

8 Q. Isthere any way to document within your company
9 how many of your customers are doing that?

10 A. My God, yes. Infact, we monitor that very

11 closely. At onetime 85 percent of our customers, five
12 years ago -- these are rough estimates but they're pretty
13 close.

14 Five years ago 85 percent of our customers

15 modified our software. Now it's probably less than ten
16 percent, and that includes the largest companiesin the
17 world. Alcoa, huge, huge company, no modifications.
18 Q. Let meask you, in the context of the smaller

19 companies you talked about, the ones who never really
20 were looking at modifying it because of the cost, how did
21 they set up the systemsto do what they needed them to
22 do?
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1  A. They would actualy modify their business

2 processes, rather than modifying the software to fit

3 their business processes, they would modify their

4 business processes to fit the software. So they would

5 put in the standard package. So it'salittle bit like

6 when you buy Microsoft Word, it does what it does, and
7 you want to do something else, you're out of luck until

8 the next version of Microsoft Word.

9 Y ou don't go in and change Microsoft Word or you
10 don't go in and change Excel. The good news is Microsoft
11 Word is pretty cheap.

12 Q. Haveyou heard the term used "out of the box
13 solution™ in the context -- is that what the smaller

14 companies have been buying?

15 A. Yes unmodified software, out of the box,

16 vanilla, it means you haven't gone in and changed the
17 software.

18 Q. Allright. Solet me ask you to take alook, if

19 you would, at Exhibit 18 to your deposition. And, again,
20 turn -- ask you to take alook at page 8 of 18. And it
21 states under the heading, again, "Market Segments’ --
22 A. Page 8?
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7 MR. SCOTT: Q. Were on Exhibit 18, page 8,

8 under the heading "Market Segments’ and in here -- this
9 isthe 10K for the fiscal year May 31, 2003. Here again
10 it defines the enterprise market segment as those

11 businesses with total annual revenues over a specific
12 amount. Inthe United States they're defined as

13 businesses with total annua revenues of more than a
14 billion; correct?

15  A. Again, those segments are where there are --
16 specifically for using different sales processes, it's

17 how we partitioned our sales force but, yes.

18 Q. It goeson, beyond that it says that the -- "We
19 define the general business market segment as those
20 entities smaller than the enterprise businesses’;

21 correct?

22  A. Thekey thing there is"We define." That's for
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1 our convenience for -- our sales processis a certain way

2 with smaller companies. We use a different sales force
3 and entirely different sales process with the larger

4 companies.

14 MR. SCOTT: Q. All right, sir, we were taking
15 about the product, the vanilla product, and some of your
16 larger apps customers.

17 A. Right.

18 Q. Doesthat product, you said people tend not to
19 customize that as much asthey have in the past?

20  A. They don't modify the code.

21 Q. Isthat product more configurable than the

22 products that you offered them in the past?
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1 A. Probably.

2 Q. And by configurable versus customization, could

3 you tell me what you understand those to mean?

4  A. It'sfeaturesthat are present that are turned

5 on and off as opposed to features that are missing.

6 Features that are present that are turned on or

7 off isconfigurable. Festures that are smply missing.

8 Featuresthat are present, can be turned on and off,

9 that's configuration. Features that are missing, they

10 can be added without -- without actually modifying the

11 code, are extensions. Features that can only be added by
12 modifying the code are modifications, and the

13 modifications are the things that make it very difficult

14 to upgrade from one version to the next and are very

15 costly because when you modify the code, the code might
16 stop working.

17 Q. Configurations, they don't have the same problem
18 from the standpoint of going from one version of software
19 to the next?

20  A. That's correct.

21 Q. Isoneway that you've helped people who want

22 some flexibility in their software but don't want to run
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1 therisk of the customization by building more

2 configurability into your software?

3 A. Absolutdly.

4 Q. Foryour larger customers, you've tended to

5 address their desires to have the software fit their

6 business processes by giving them more configuration
7 options?

8  A. Sure, more features, more configuration options.
9 Q. So, for example, you used G.E. as an example,
10 the product that you're selling them now that you

11 described as vanilla, has more switches that they can
12 throw, and alows them more flexibility configuring the
13 product to their business processes than did your product
14 in the past?

15 A. Yes.

16 Q. Now, isthat something that you tell the

17 customers that you have available to them in attempt to
18 sdl them product? For example, does that give you a
19 competitive advantage?

20 A. Wdl, again, industry by industry we -- a

21 company like G.E. will have alist of things that they
22 need. They'll test that against their existing
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1 processes. They'll look at smplifying their own

2 processes. But G.E., with our help, will make the

3 determination whether our product is a good fit for G.E.
4 Q. Along with other customersin the larger --

5 A. Thelarger companies will do that specific

6 mapping of the way they do business to what our product
7 actualy can do.

8 Q. Themore extensive set of configuration options

9 isto give you more flexibility in meeting their

10 processes rather than them having to change your

11 processes to meet your software's functionality?

12 A. Yes.
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2 All right. So let me start with this, the

3 public sector is a very important area of business for

4 Oracle, isn't it?

5 A. Itis, yes.

6 Q. Infact, | think you told us that your very

7 first customer was the federal government; is that right?
8 A. Yes itwas

9 Q. When you gave the members of the executive
10 committee this morning, | think you named everyone. But
11 | thought that Kevin Fitzgerald was on the executive

12 committee.

13  A. My apologiesto Kevin. Yes, Kevin runs our

14 government education and Health business.

15 Q. That, I think -- if I may ask you, does that

16 reflect the importance that the public sector has at

17 Oracle, that he's on the executive committee?

18  A. Andthat we have a group speciaized in just

19 government, yes, it does. It isour largest business.

20 Q. Inwhat way?

21  A. Revenue.

22 Q. Andif I may ask you, it looks like the way your

Ellison 01-20-04



00277
1 corporation is organized, you don't redly have a sales

2 force that's organized for specific verticals, but you do

3 in the case of the Office of Government Education and
4 Health Care. That's correct; right?

5 A. Yes itis.

6 Q. Andwhy isthat?

7 A. Wefed that the sales process and the support

8 needs of government is different than most commercial
9 ventures.

10 Q. Why isthe sales process different?

11  A. Wél, the terminology -- when you're sdlling to
12 Centrd Intelligence Agency or the Department of Defense
13 or the State of Virginia or the State of Texas, you don't
14 tak about customers, you talk about citizens. It's just
15 the kind of systems -- citizen systems you put in are

16 redly quite different than say the customer support

17 systems a manufacturer might put in or the service

18 systems a manufacturer might put in. The processesin
19 government, the terminology of government, the

20 procurement practices of government are quite different
21 than the commercial sector.

22 Q. How are the procurement practices different?
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1 A. Wdl, government typicaly -- not dways -- but

2 typicdly hasto go out for acompetitive bid and there's

3 notification of award, there's a protest process, there's

4 astatutorily defined process for buying thingsin

5 government that doesn't exist in the commercia sector.
6 Q. How arethe support needs different?

7  A. Wdl, the Department of Defense doesn't want to
8 hear the system will be down for an hour. It hasto work
9 24 hours aday, seven days a week or people get upset.
10 The intelligence agencies are particularly

11 concerned that the information is secure. They don't

12 want to hear some hacker has come in and snapped up your
13 data. So security, there are security issues,

14 reliability issues that are unique to certain segmentsin
15 the government.

16 Q. You had indicated earlier that you're very much
17 involved in the budgeting and planning process at Oracle
18 Corporation; is that correct?

19 A. Yes.

20 Q. Now, isit correct that the Office of Government
21 Education and Health Care has been authorized to add
22 additiona sales staff in the coming year?
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1 A. Yes, they have.

2 Q. Whyisthat?

3  A. Ourbusnessisdoing very well insde of GEH

4 and there's opportunity, but it's not just salespeople

5 but certain service people, as well.

6 Q. | wantto hand you what we've marked as Exhibit
7 19 to your deposition and aso provide copies to counsdl
8 and the federal government.

9 Exhibit 19 is a two-page document. It hasthe

10 document number ORCL-EDOC-00173101 to 102. I'll
11 represent to you that this came out of -- what we

12 understand came out of the files of Office of Government
13 Education and Hedlth care. It did not specifically come
14 out of your files.

15 Do you believe you've seen this document before?
16  A. | havenot.

17 Q. Weve looked at documents like this earlier in

18 your deposition, for example, the one involving Barnes &
19 Noble.

20 Are you familiar generally with this form of

21 document?

22 A. Yes, | am.
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1 Q. Andthislists Exhibit 19 lists LJE asthe

2 approver of abid involving Los Angeles County ERP; is
3 that correct?

4 A. Yes.

5 Q. Now, isthisone of those cases that you were

6 telling Mr. Scott about where you were not the actual

7 approver, it was Safra Catz?

8 A. That'scorrect.

9 Q. Doyou think you had any involvement in

10 developing proposas and bids for Los Angeles County?
11  A. | dontthink | was.

12 Q. If youll turn to the second page, it says

13 "Submitted by," it has "Fitz and Garcia" Do you see that
14 at the very bottom of the page?

15 A. Yes.

16 Q. Who isthat?

17 A. They're acouple of our sales representatives,
18 sdes-- | think a sales manager and a sales

19 representative.

20 Q. IsFitz, isthat Fitzgerad?

21 A. Yes

22 Q. Who is Garcia?
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1 A. | believe heisone of our peoplein state and

2 locd government, but I'm not certain.

3 Q. Andit'sgot some date legends at the bottom,

4 looks like, if I'm understanding the terminology here,

5 would you have any disagreement that this was prepared in
6 approximately April of 20027

7  A. That'swhat it looks like to me.

8 Q. Now, you said this morning that there are

9 certain large bids that would come for review up through
10 the chain to Safra Catz on your behalf. This appearsto
11 be one of those; is that correct?

12 A. Yes.

13 Q. What was large or different or interesting about
14 the Los Angeles County bid, if you know anything about
15 it?

16  A. | don't know much about the L.A. County bid.
17 Clearly, it's avery large government agency and

18 important potential customer for us, but | don't know

19 what was peculiar -- if there was anything particularly
20 unusua about it.

21 Q. | understand you've probably not seen this

22 particular document, but let me just call your attention
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1 to acouple of different things, if | could.

2 It looks like that Mr. Fitzgerald is asking for

3 approval of certain things. You see that near the top of

4 the document on the first page?

5 He's got four items that he's asking for

6 approval. | want to ask you sort of generally what these
7 may pertain to. He's asking for approval of a customer

8 definition.

9 A. Right.

10 Q. And employee population data points. Why would
11 he be asking for approva of something like that?

12 A. Our conventiona licensing metric, what we sdll
13 our users, so how many users we have in the system. We
14 sometimes sl by different metric which is how many

15 employees have you got. In fact, we're going to make
16 that a standard way of selling our software in the very
17 near future, but it wasn't and isn't at this time.

18 So he wanted to sell so much per employee rather
19 than so much per system user, much easier thing to

20 measure.

21 Q. Thesecond thing is, looks like he's asking for

22 arather large discount. 1s89.6 arather large
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1 discount?

2 A Yssitis
3 Q. Thethirditemis, it says"Zero percent
4 technical support staff for the initial four support

5 renewal periods."

6 Did | read that correctly?
7 MR. RILL: You said "staff" not "cap."
8 MR. TOBEY: | didn't read that correctly.

9 Q. "Cap"instead of "staff." Now did | read that

10 correctly?

11  A. Yes. It meansfor thefirst four years that are
12 annual support fees cannot be increased.

13 Q. That's something that aso would engender atype
14 of review at the higher levels of the company?

15 A. It'sanon-standard term that needs approval.

16 Q. Thefourth item says, "Support priced at 18

17 percent of net license fees," what was it about that or

18 what isit about that that might cause further high-level
19 review?

20  A. The standard support annual feeis 22 percent

21 and, again, under specia circumstances, depending on the
22 size of the deal or specia approval, could go down to 18
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1 percent.

2 Q. Isyour percentage that's charged for support

3 costs always in terms of the net license fee?

4 A. Yes.

5 Q. Therésachart inthe middle of the first page

6 that is"Ded Summary" and it has some information about
7 "Product Mix." | know you're not specifically familiar

8 with this document, but the "Ded Summary, Product Mix"
9 ligted here, if you would look at that and say whether or
10 not that's a pretty representative list of the kinds of

11 products that large state and local entities might want

12 to have?

13 A. Yes

14 Q. It appearsthat an aspect of this form that

15 weve marked as Exhibit 19 is that the presenter provides
16 some justification for these discounts or these

17 non-standard terms; is that correct?

18 A. Yes

19 Q. Inthis particular case, the author of Exhibit

20 19 -- do you know who that would have been, by the way?
21  A. Who wrote this document?

2 Q. Yes
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1 A. | don't know.

2 Q. I'mnot going to ask you to speculate but in

3 this particular case, Exhibit 19, the author appears to

4 gointo alot of detail about, for example, the large

5 szeof Los Angeles County.

6 Do you see that?

7 A. Yes.

8 Q. Thelarge number of employees, 95,000 budgeted
9 employees. That makes this a very large customer; right?
10  A. Oh,yes.

11 Q. Healso taks about and refers to what you were
12 saying a few minutes ago with respect to the Department
13 of Defense, but this is with regard to the County and

14 saysthat the county is charged with providing numerous
15 servicesthat affect the lives of al residents.

16 Do you see that?

17 A. Yes

18 Q. That'san important aspect of how -- of the

19 needs of state and local customers for your kind of

20 software, isn't it?

21 A. Yes itis.

22 Q. Why would these things be an appropriate type of
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1 judtification for a discount?

2  A. wdl, I think -- | think this was not

3 necessarily ajustification for discount, this was a

4 reminder of how important all state and -- al government
5 customersare. So thisis the salesperson lobbying on

6 behdf of the customer in this proposa, they'd like to

7 get thing passed, and | guessthey're afraid if we forgot

8 how important our government isto all us of, they're

9 reminding us here.

10 In general, the persuasive part of the argument

11 for the discount is the size of Los Angeles County, how
12 important they are to us as a customer and how important
13 they would be to us as areference.

14 Q. I wasgoing to ask you about that.

15 Y ou said before that having large, credible

16 referencesis very important to commercia sector, to you
17 in the commercia sector; it's also important in the

18 public sector; correct?

19 A. Maybe, | think state and locdl it may be more

20 important.

21 Q. Why do you say it may be more important?

22  A. | think governments by their very nature are

Ellison 01-20-04 193



00287
1 cautious. Some agencies, like the CIA, can afford to

2 experiment. Some agencies, you know, some government
3 agencies couldn't and shouldn't experiment. In fact,

4 most government agencies couldn't and shouldn't

5 experiment.

6 Q. Sothat some government agencies would realy

7 like to see areference that looks very much like them --
8 A. Yes

9 Q. -- correct?

10 That is one area of the importance of a deal

11 likethisto a company like Oracle; right?

12 A. That's correct.

13 Q. The next discussion in Exhibit 19 dedls with

14 similar size dedls.

15 First of all, just generdly speaking, why would

16 areview of smilar size deals be something that would be
17 relevant to your determination?

18  A. Wdl, weliketo act equitably across customers.
19 Soit'simportant that -- that we not have wildly

20 different pricing where one customer -- one government
21 customer gets price " X" and other customers pay three

22 "X." Customers don't like that, government customers
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1 specificdly don't like that.

2 Q. Yes Thebudget information category here talks
3 about the -- what's happened in the procurement thus far,
4 as| understand it, and it mentions something called an

5 RFI. | don't know that we've discussed that. What's an
6 RFI?

7  A. A request for information.

8 Q. How do government customers use an RFI?

9  A. They will submit it to potential bidders for a

10 particular government project or procurement. So they'll
11 pick alist of suppliers and they'll narrow it down after
12 they get the first phase of information back, they get

13 the response to the RFI's and then they'll issue an RFP
14 after that, a request for proposal.

15 So there's a multi-stage process for

16 procurement; first acquire information, then get a

17 specific binding proposal from the bidder.

18 Q. DoesOracle, in your experience, respond to a
19 lot of RFI's from public sector customers?

20 A. Yes wedo.

21 Q. Arealot of -- generaly speaking, are these

22 RFl's, do they usudly require afair amount of effort in
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1 order to respond to them?

2 A. Yes, they do.

3 Q. Now, inthis particular case, it appears that

4 Oracle, SAP and PeopleSoft were the ones that responded
5 tothe RFI. And whoever wrote Exhibit 19 refersto these
6 companies, Oracle, SAP and PeopleSoft, as the "Big

7 Three™"

8 Have you heard that term before?

9 A. Hasto do with auto makers.

10 Q. Haveyou heard that with regard to ERP software?
11  A. No, but it's accurate.

12 Q. How isit accurate?

13  A. We'rethethree largest ERP suppliersin the

14 world.

15 Q. Isit accurate with regard to the public sector?

16  A. Asl mentioned earlier, there are some

17 specidistsin the public sector, but even in the U.S.

18 public sector, | believe we are the three largest

19 suppliersinthe U.S. public sector.

20 Q. Now, at the last sentence of the paragraph

21 entitled "Budget Information,” the author states that the

22 County has hired GFOA to run the procurement and the word
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1 tothe vendorsis that the County is expecting the

2 software to be priced at around $10,000,000.

3 Is that the kind of information that you or the

4 people that run your office of Government Education and
5 Healthcare would try to get with regard to a particular

6 procurement?

7  A. Wecertainly like to know what the winning bid

8 isgoing to be. | don't know if anyone can redly tell

9 you that. It'svery -- it's theoretically impossible to

10 know. But we have to arrive at some kind of number to
11 put on our fina bid and we certainly don't know what

12 PeopleSoft bidding and we don't know what SAPis

13 bidding.

14 Q. Again, if this number were in the neighborhood
15 of $10,000,000 for the software and support license, that
16 would make this a big dedl even for Oracle; right?

17 A. Oh,yes.

18 Q. And tha would justify this higher leve of

19 review even under the standards that you articulated this
20 morning if it were not a public sector company; correct?
21 A. Yes

22 Q. Infact, what was said is that thisis a very
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1 big and visble project. Would you have any

2 understanding or appreciation of what might be meant by
3 "avishble project”" here?

4  A. Other counties, other municipalities are looking

5 very, very closdly at it, Chicago, Philadelphia. We have
6 abill ingallation in Chicago and Philadelphia. It's

7 likely to influence other municipa, large municipa and

8 county buyers.

9 Q. Wetdked alittle bit about the sales process

10 in the public sector and how it's different. The next

11 sentencein Exhibit 19 talks about, "Weve been calling
12 on the customer for years."

13 Isthat something that you understand may take
14 place in the government sector?

15 A. That'sexactly -- again, with large ingtitutions

16 or very large -- whether it's a General Electric or Los

17 Angees County, the very large customers need alot of
18 care and feeding. So they expect to have their requests
19 for information answered promptly. They expect to
20 receive ahigh quality of service. Even if they don't
21 buy anything from you for four or five years, they expect

22 you to continue to service that account.
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1 Q. Youdo that and, likewise, PeopleSoft and SAP do

2 that; correct?

3  A. AsdoesIBM and Accenture and a variety of other
4 companies, yes.

5 Q. Now, down in the next paragraph, it talks about

6 something called an RFP evaluation. What is an RFP?

7  A. Reguest for proposa. It's the next phasein

8 the acquisition process, where you're asking the vendors
9 to give hinding offersto sdll their products and

10 services, adescription of their products and services

11 and acontractua form, aong with the price -- the

12 pricing terms and conditions.

13 Q. Thevarious vendors who wish to compete for the
14 project will submit something in response to the RFP;

15 correct?

16 A. Yes.

17 Q. Thefirst sentence of the paragraph that has the
18 heading "Our Position," talks about additiond, one or

19 two additional rounds before the best and finals are

20 accepted.

21 Do you have any understanding of what that might
22 refer to?
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1  A. Theprocuring party might look at the proposas

2 and ask for -- find them al unacceptable, have meetings
3 with the different bidders, a bidders conference, and ask
4 for improvements of the proposal, as the government works
5 to get the best possible deal leading up to what's called

6 the best and fina phase, where the bidders are told this
7 isyour last shot, you better give us your best price and

8 best terms and conditions because, based on this last

9 version of the proposa, the government's going to make a
10 decison.

11 Q. You've been on the receiving end of this

12 particular tactic, but my understanding is that in some

13 government or public sector type requests for proposal
14 negotiations, actualy more than one company will be

15 asked to give abest and final offer; correct?

16  A. Absolutely.

17 Q. Sometimesit might be two or three companies, is
18 that in your experience?

19 A. More sometimes.

20 Q. Sointhis particular one, whoever prepared

21 Exhibit 19 -- and certainly welll explore this further

22 with Mr. Fitzgerald if we get the opportunity -- thought
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1 that thisdedl, if | can refer you to that section on the

2 second page of Exhibit 19 that talks about competition,
3 thought it would come down to SAP and Oracle, but he
4 could not rule out the possibility that PeopleSoft would
5 beinvolved.

6 A. Right

7 Q. Isthat something you would take into account or
8 Safra Catz on your behalf in reviewing and authorizing
9 and approving -- "gpproving" isright -- and approving a
10 bid to be given in thiskind of context?

11  A. Cetainly if it's a competitive -- to us there's

12 only two kind of deals: There are competitive dedls and
13 non-competitive deals.

14 So whether we have four competitors or 20

15 competitors and who the competitors are -- again, first
16 let me say, if it's a genuine competitor, a company that
17 redly can do the job, a genuine competitor -- our job is
18 to figure out what we have to bid to win the deal. No
19 magic here.

20 So the second one, in a competitive procurement
21 likethis, we have to figure out -- again, it's a bidding

22 process. We would like to win the bid. How little can
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1 we afford to bid to win this deal and till hopefully eek

2 out some little profit from the government.

3 Q. And, clearly, SAP and PeopleSoft are genuine

4 competitors?

5 A. Yeah. Then there are others, AMSiscertainly a
6 genuine competitor, as well.

7 Q. Soinresponseto abid where you know you're

8 competing against genuine competitors for a procurement
9 that isvery large and very visible, is that one where

10 you would redlly sharpen your pencil and try do eo the
11 best bid possible?

12 A. Upto the point of losng money. If you're

13 building a building or providing software, you try to

14 figure out what your costs are going to be in providing
15 it and try to give the lowest bid possible while il

16 making a profit.

17 Q. If I could direct you to the first page of

18 Exhibit 19, there's a paragraph about a fourth of the way
19 down the first page cdled "Comments from Kevin

20 Fitzgerald Approval.”

21 A. Yes

22 Q. Doyou seethat?
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1 A. Yes

2 Q. Hesaysthediscount hereis extreme; is that

3 true?

4  A. What does "extreme" mean? It's certainly an

5 aggressive discount. Given the circumstances, given it's
6 alarge government customer, it's a highly visible

7 project, | don't think it's extreme.

8 Q. Hefurther saysthat we are not aiming to flout

9 the direction on discounting the suite, but given

10 historical comparisons, we believe that thisis where we
11 need to come on pricing.

12 Do you see that?

13 A. Hewantsto win.

14 Q. Anddo you have any understanding or

15 appreciation of what he means by "flout the direction on
16 discounting the suite"?

17 A. Wdl, we are discounting on the E-business suite
18 as opposed to components. We had 70 percent discounting
19 before approva on the components and | think 60 percent
20 discounting on the suite. So it's actually we're more

21 reluctant to discount the suite than we are the

22 components.
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1 Here he's asking -- here we try to control the

2 discounting on the E-business suite more rigoroudly than
3 the separate parts of E-business suite, and he's alittle
4 embarrassed to come back and say, gee, | know, you want
5 me to discount E-business suite less, but this is what
6 it'sgoing to take to win, these are the redities of the
7 marketplace.”
8 Q. Hewantsto win and Oracle wants to win; right?
9 A. Oracle definitely wants to win.
10 Q. I'll try to do this efficiently and quickly.
11 Mr. Scott, on behalf of the Justice Department,
12 went through some things with you this morning and this
13 afternoon that would be important for a customer on the
14 commercia side, but what | want to ask you about isin
15 the context of alarge customer like Los Angeles County
16 to consider.
17 Do you have any reason to believe that large
18 public sector ERP customers would not in the same way
19 that commercia onesor -- let me strike that and start
20 over.
21 Do you have any reason to believe that large and

22 complex state and local customers like L.A. County would
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1 have adifferent view of whether their proposed vendor

2 would be able to provide a product that was continuously

3 updated?

4  A. I'mnot sure | understood the question.

5 Q. Letmetry it again.

6 A. Okay.

7 Q. Thismorning and this afternoon we talked about

8 that what customers are looking for from a vendor such as
9 Oracle, one of the things they're looking for are or a

10 factor isthe ability to keep the product updated as far

11 astechnology.
12 Do you remember that?
13 A. Yes.

14 Q. Isthere any reason to believe that alarge

15 public sector customer would fedl differently about that
16 point?

17 A. | think dmost more so. | think the durability

18 of these products inside public sector is actudly longer
19 than insde commercia accounts. So vendor viability,
20 the vendor's ability to invest and constantly improve

21 their product is critical. And that's one of my big

22 arguments as to why customers would be better served by
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1 this merger than not having this merger, because it would

2 result in a company, you know, better able to serve its
3 customers, better able to invest on improving the

4 product.

5 Q. Isthere any reason to believe that a public

6 sector, large public sector customer, would fedl

7 differently about having its vendor be able to add the

8 latest and additional functionaity that might be needed
9 for that customer?

10 A. My experienceisthey fedl stronger about it

11 than the commercia customers.

12 Q. Do large public sector customers feel any

13 differently about the costs and the problems created by
14 the -- by integrating best of breed solutions?

15  A. Again, | think if anything, they're dightly

16 more sengtive to that.

17 Q. | think we talked about this before, there would
18 be no reason to believe that alarge public sector

19 customer would be -- would find having strong credible
20 referencesless important?

21 A. No.

22 Q. Even more s0?
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1 A. Even more so, once again.

2 Q. You taked about Lawson Software. Do you
3 remember that?

4 A. Yes.

5 Q. We had some discussion.

6 Do you know what their largest public sector
7 customer is?

8 A. | don't, no.

9 Q. Do you know with regard to another company, AMS,

10 what their product offerings are?

11 A. Yes.

12 Q. What are they?

13  A. They have a complete finance package for the
14 government and H.R., as well.

15 Q. Do you know whether or not AMS has made any
16 sdesof itsH.R. product to new customers in the last
17 fiveyears?

18  A. | donot know.

19 Q. Doyou know whether AMS actually offersa
20 product in the financial management areain the federal
21 sector?

22  A. | beieve they do.
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1 Q. Doyou know whether they offer a product in the

2 federal sector in human resources?

3 A. | believethey do.
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21 Q. Now, when a person goes the outsource route, is

22 that based on the outsourcer being able to perform
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1 functionally in away that's consistent with what the

2 customer wants?

3 A. Yes

4 Q. If the outsourcer cannot do that, does the

5 outsourcer's price realy make a difference?

6 A. No.

7 Q. If the outsourcer's not capable of providing the

8 functional requirements of a customer, if you raised your
9 price ten percent, that outsourcer is still not going to

10 be an option to meet those functional capabilities;

11 correct?

12 A. Correct, but it's an impossible situation which

13 could never occur.

14 Q. Why isthat?

15  A. Theoutsourcer will aways be able to meet the
16 requirements because the outsourcer can buy our software
17 or PeopleSoft software or Siebel's software or anyone's
18 software they want. So the outsourcer is aways an

19 option.

20 Q. Inthe context of the type of outsourcers who

21 buys, your software package, then sells the service to

22 the particular vendor --
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1 A Yes
2 Q. -- to the customer, | mean?
3 A. Yes.

4 Q. Inthe context of outsourcers that do not buy

5 your software, who have a standardized function that they
6 provide such as an ADP, if that does not satisfy the

7 customer's functional needs does your price make a

8 difference to the customer's choice?

9 A. No.
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